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60% OF PRODUCTION VIRTUAL MACHINES 

ARE LESS SECURE THAN THEIR PHYSICAL 加 U 们 ERPARTS ： 


THINK COKVENTIONALSECURrTYCAN PROTECT YOUR VIRTUAL ENVIRONMENT? 


Mi TREND 

T MICRO— 


Securing Your Web World 


f y 


THINK AGAIN. 


Enterprises around the world are relying on virtualization to 
increase data center efficiency and, unknowingly, leaving 
themselves more vulnerable. 下 hat's because conventional 
security isn't able to protect virtual machines or see the traffic 
between them - leaving data and networks exposed. Which is 
why, according to Gartner Group, in 2009 sixty percent of virtual 
machines are less secure than their physical counterparts. 
But with Trend Micro" Enterprise Security, powered by the 
Trend Micro"* Smart Protection Network" infrastructure, you 
can mitigate the risk and maximize the benefits of virtualization. 
It's a different kind of security that protects your physical and 
virtualized environments and helps set the foundation for your 
company to move confidently into the cloud. 

► Learn how to protect your virtualized data center. Download 
the Trend Micro eBook at trendniicro.com/thinkaqain 









Smarter business for a Smarter Planet ： 


Is it possible to build a supplY chain 
that delivers intelligence? 

The opportunities of an interconnected world come with a host of challenges for today's supply chains: rapid 
wage in 刊 ation, spikes in commodity prices，unpredictable currency rat 負 s. Transportation costs alone can 
fluctuate by as much as 250% per year, IBM helps companies manage cost volatility by building flexibility into 
supply chains — interconnecting everything from customers to suppliers to IT systems. Allowing businesses 
to shift workloads around th 毎 globe, adjust inventory based on changing demand and respond to currency 
fluctuations by realigning global partnerships. This kind of flexibility is helping companies in industries as 
diverse as healthcare, retail and electronics adapt to market changes and cut costs. In fact, last year, 

IBM helped build flexibility into 17 of the world’s top 2 曰 supply chains*' 
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THE BIGGEST GAMBLE IN 遲 CITY 

MGM Mirage CEO [iniMiirren says the company’s colossal CityCenter resort will 
draw a new breed of tourist to Vegas, Maybe. But the development might be overkill 
in an overbuilt market—and MGM could be the biggest loser* ■ 己 W I page 056 



THE RACE TO SAVE CHRYSLER 

Fiat CEO Sergio Marchionne plans 
to plug product holes with the Italian 
company’s cars. But there’s a hitch: 
Chrysler could stall out before he can 
deliver the goods j bwi page 022 
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California will soon require energy- 
efficient sets. Manufacturers and 
retailers are fuming 
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DISNEY REMAKES THE STUDIO 

How CEO Robert Iger is applying 
the company’s brand marketing 
savvy to filmmaking 
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specter of swine flu and a glut of 
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ECONOMICS & POLICY 


HEALTH-CARE ABOUT-FACE 

Just when it seemed to be left 
for dead, he brought out the 
defibrillators. Senate Majority 
Leader Harry Reid {D-Nev.) 
shook up Washington on Oct. 

26 with an announcement that 
health reform legislation must 
include a government - funded 
insurer, the so-called public 
option, days after the Finance 
Committee issued a bill without 
any such plan. Reid’s stance 
placated liberals but angered 
lots of others. He admitted he 
would need all 58 Democratic 
senators and two Independents 
to immunize the bill against a 
filibuster, since no Republicans 


back a public plan. And rounding 
up 60 votes doesn't seem likely- 
independent Senator Joseph 
Lieberman of Connecticut 


阳關 D 师帅 
FOR RECOVERY? 


INDEX: JAN- 2000=100 


CASE-SHILLER 20-CITY 
HOME PRICE INDEX* 



’做 ’07 os '的 AUG. 

Data: Slandard & Poor's ^Seasonally adjusted 


immediately said he would join 
with the GOP to fight a public 
plan, and at least three moderate 
Democrats have expressed reser¬ 
vations. The drama now shifts to 
the House, where members say 
their version of health reform 
could move to the floor in early 
November, 


HOUSING ON THE MEND 

Home prices continue to inch up 
the stairs from the basement. In 
August, for the third month in 
a row, the Standard & Poor's/ 
Case-Shiller 20-City Home 
Price index improved, and it 
now stands 3% higher than its 
May low — though it’s still 30% 
below its peak in May 20 06 * 


Peltz will push 
for changes 
at money 
manager 
咕 g Mason 
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Sales 円 limbers in September, 
on the other hand, weren't so 
stellar. The National Asso¬ 
ciation of Realtors said that 
existing-home sales reached 
their highest level since July 
2007, rising by 9.2 听 from a 
year earlier. But sales of new 
homes were surprisingly 
slow, down 7,8 顿 from last 
September, said the Census 
Bureau and the Housing 
政 Urban Development 
Dept, Meanwhile, consumer 
confidence, after dipping in 
September, slid further in 
October, with the Confer¬ 
ence Board's index falling 
弓 .7 points, to 477. While the 
index remains 89 郁 above its 
February bottom, it has es¬ 
sentially stalled over the past 
five months, 

I owl PAGe 016 **A Hous¬ 
ing Recovery with a Solid 
Foundation" 


TOO BIG TO FAIL? 

Call it the AIG problem: How 
to prevent huge 辽打过 com¬ 
plex fuiancial institutions 
from holding the taxpayer 
hostage when they begin to 
totter. The Treasury and 
Representative Barney 
Frank (D-Mass ‘)， the power¬ 
ful chairman of the House 
Financial Services Com- 
mittee, on O 比 27 unveiled 
legislation that would give 
the Fed and other regulators 


the authority to keep close 
tabs on potentially danger¬ 
ous firms and dismantle 
them quickly and cleanly if 
they fail* The bill proposes 
that financial houses with 
more than $10 billion in as¬ 
sets share the cost of doing 
so. Although wrangling over 
the details is certain—some 
lawmakers balk at giving 
the Fed much more power— 
industry has broadly backed 
the concepts, and Congress is 
desperate to show progress in 
addressing the causes of the 
meltdown* 


FINANCE 


A 色 I ANT BANK SHRINKS 

ING Group, saved by 
$14.9 billion in bailout cash 
last year, is being cut down 
to size. Under pressure from 
the European Unicm, the 
once-mighty global player 
will shrink into something 
closer to a regional Benelux 
bank. ING said on Oct, 26 
that it would split off its 
insurance business, includ¬ 
ing ING Direct USA, from its 
banking unit. ING will also 
raise 车 12 billion to pay back 
bailout money* The bank 
figures its balance sheet will 
shrink to 4 日％ of its $ 2 triOion 
peak by 2013* The news pum- 
meied ING's stock, which 
fell 18 卿 on Oct* 26* That 
dragged down the shares of 
other bailed-out banks such 
a 貝 Britain's RBS and Lloyds 
Banking Group on specula¬ 
tion that they, too, could be 
nudged to break up. 


PELTZ COMES CALLING 

Diamonds. Hamburgers. 
Ketchup. What do they have 
in common? They’ve all 
drawn intense interest from 
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Welcome to 4G, 
Laptops，prepare 

for liftoff. Get ready, America. 

The first and only wireless 4G network 
from a national carrief 倍 arriving. 
Get amazing 3G speeds today and 
record-breaking 4G speeds tomorrow. 
Welcome to the Now Network ‘ 
1-800-SPR!NT-1 sphntcomMG 


Free 

Sprint 3G/4G 
USB Modem U300 
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activist investor Nelson Peltz, 
who bought stakes and pushed 
for change at Tiffany, Weiidy^s, 
and HJ. Heinz, among other 
companies. NowPeltz has anew 
target, money manager Legg 
Mason, whose mutual funds 
performed disastrously during 
the downturn, causing custom¬ 
ers to decamp. Peltz started buy¬ 
ing shares heavily this summer 
through his hedge fund, Trian 
Fund Management, and having 
accumulated a 43% stake, he de¬ 
manded and won aboard seat. In 
exchange, Peltz agreed not to buy 
more than 9.9% of the company. 


MORE GALLEON FALLOUT 

The charges of insider trading 
at Galleon Group have touched 
another prominent business 
figure: Hector Ruiz, former CEO 
of Advanced Micro Devices. On 
Oct 27, The Wall Street Journal 


reported that Ruiz is the execu¬ 
tive who federal authorities say 
tipped off Danielle Chiesl about 
the timing and structure of last 
year's massive reorganization 
of AMD. Chiesi, who worked 
at New Castle Funds, is one of 
six people facing charges in the 
Galleon matter. Ruiz, who has 
not been charged and declined 
to comment, is now chairman 
of GlobalFoundries, the chip 
manufacturer that AMD spun 
o 任 with help from Abu Dhabi's 
investment arm. 

曰 "AMD Exec’s Loose Lips Help 
Sink Galleon" 

businessweekcom/magazine 


STRATEGY 


AIG, MEET AIG TWO* 

Insuring well maybe the best 
revenge for Maurice "Hank" 
Greenberg, former CEO of AIG. 


Greenberg’s C.V. 
Starr seems to be 
modeled after the 
insurance giant 
he built AIG 



Greenberg was bounced after an 
accounting scandal but is still 
AIG's top shareholder after the 
ILS. government- On Oct, 27, 
The New York Times described 
Greenberg’s efforts to build 
his new company, C.V, Starr, 
into a complex web of insur¬ 
ers similar to the one he wove 


IDEAS 


WHAT THE NEXT CENSUS WILL TELL MARKETERS 


Reported Missing: the Average American, a*k.a. Jane 
and foe Consumer. Odds of locating: slim to none. 
That’s one of the conclusions of a white paper from 
Advertising Age titled " 玄 010 America/' Penned by Peter 
Francese of Ogilvy & Mather ， the paper delves into the 
demographic changes likely to be revealed by the 2010 



census and the attendant challenges for marketers. 

While data from the census won’t start trickling out 
until March 2011, some trends can already be glimpsed. 
First and foremost, gone are the days when advertis¬ 
ers could aim at a single broad demographic. In the 10 
largest cities, no racial or ethnic group constitutes a 
majority. By 2010, white non-Hispanics will make up 
So% of the population aged 65 and up but just 54% of 
Americans under 18 - Also, the county's center of gravity 
is shifting fast- Over the past decade, S5 辄 of popula¬ 
tion growth occurred in the South and West, while the 
Northeast and Midwest shrank. 

The census will also give marketers a clearer picture 
of American families than theyVe ever had, 江自 
respondents will have 14 choices to describe 
their households* Francese projects that by 
2010 the most prevalent household will be a 
married couple with no kids, followed closely 
by single-person homes — while marrieds with 
kids will tally a mere 22% of all households* 

因 Advertising Age 
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WORLD INIMOVATION SUMMIT FOR EDUCATION 
DOHA, QATAR - NOVEMBER 1 护 "-18 化 , 2009 

An initiative of Qatar Foundation for Education, Science and Community Development 


Unique in its global and muiti-disdplinary approach, the World Innovation Summit for 
Education (WISE) brings together 1000 renowned 貪 ducation experts and decision makers 
from all sectors of society* to shape education models for the 21 ^ century. By offering an 
ideal platform for debate and action, WISE wilt focus on findmg both new ways of addressing 
major educational challenges and solid ways of implementing sustainable solutions, tools 
and practices. Tog ether we can mak 皂 the next chapter of educ 自 tion an exciting one. 

* Academics, governments, private sector, NGOs & grassroots movements, scientists Si art ; 舶 

THE WORLD MEETS AT WISE 

www*wise-qatar*org 


in partnership with 
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The Chronicle has 
lost more than 
a quarter of its 
circulation so far 
this year 
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caUedto battle fire 
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at AIG. Greenberg has hired 13 
former AIG executives, raising 
concerns that he will snatch 
business away from AIG and 
harm its prospects of returning 
$121 billion in bailout money* In a 
statement issued after the Times 
story appeared, C-V, Starr argued 
that other firms have hired many 
more people away from the 
crippled behemoth, and that the 
exodus is due to Washington’s 
mismanagement. 


MARCHIONNE REVS UP 

Fasten your seat belts —here 
comes Chrysler Itaiiano. Fiat 
CEO Sergio Marchionne 
will deliver his fix-it plan for 
Chrysler on Nov, 4* Control¬ 
ling owner Fiat aims to use its 
engineering works to make 
compact and midsize cars for 
Chrysler and will offer the Fiat 
500 subcompact in the ILS. 
Various Dodge models, inchid - 
ing the Grand Caravan, and 
several Jeeps will disappear. And 
Fiat's Alb Romeo brand will 
build an SUV based on the Jeep 
Grand Cherokee. Also on the 
auto front, Bloomberg reported 
on Oct* 28 that lender GMAC 


Flnancisil Services is look¬ 
ing fora third bailout from the 
Treasury—between $2.8 billion 
and $5-6 billion on top of the 
$13，5 billion it has already soaked 
up. And Ford said on Oct* 28 that 
China's Geely Automotive is the 
lead candidate to buy Volvo. 

I BW I PAGE 022 "Fiat’s Cars May 
Not Save Chrysler" 


BLACK, WHITE, AND UNREAD 

It's hardly a revelation that more 
people are giving up newspapers 
and opting to read news free 
online. On Oct. 26 the Audit 
Bureau of CireuLations said that 
daily readership fella steeper- 
than-expected 11% for the six 
months ending in September, 
with the Sem Francisco Chro 口础 
leading losers with a 25,8 帮 
plunge. But the overall drop was 
partly self-inflicted by publish¬ 
ers, many of whom are raising 
prices and cutting circulation on 
purpose to control costs, aiming 
to bring in more dollars by sell¬ 
ing fewer papers. What's more, 
it may be working* Circulation 
revenues at newspaper group 
Media General rose 11% in the 
third quarter. New York Times 


20 . 8 % 

Propor¬ 
tion of U.S. 
coo sum 母巧 
expect¬ 
ing better 
business 
conditions 
in the next 
six months, 
down from 
21.3% in 
September 

Data: The Conler- 
ence Board 



Soros will pour 
$50 million into a 
think tank meant 
to challenge 
economic dogma 


Co- saw a 7 耶 climb* Whether 
those gains can offset vanishing 
ads is the conundrum keeping 
weary publishers 叩 nights. 


TECHNOLOGY 


A BUMP FOR BAIDU 

Baidu, the emperor of on¬ 
line search in China, reported 
another scintillating quarter 
on Oct. 261 a 42% profit surge, 
to $72 million, on a 39 邮 sales 
increase^ to $187 million. With 
performance like that, no won¬ 
der Google has made little head¬ 
way in China, where Baidu has 
about two- thirds of the market. 
However, Baidu stock promptly 
sank 13 帮 . Why? Became the 
Nasdaq-listed company also 
mentioned that it，s bracing for a 
revenue hit in the fourth quarter, 
when it will shift to a new man¬ 
agement system for its advertis¬ 
ing. The stock bounced back in 
the following days and is still 叩 
90% over the past 12 months. 


LE 加 ER 洲 IP 


SOROS，NEW THINK TANK 

"The entire edifice of global fi¬ 
nancial markets has been erected 
on the false premise that markets 
can be left to their own devices." 
Them’s 行班 tin’ words, and that’s 
exactly what liberal billionaire 
investor George Soros has in 
mind. On Oct. 27, Soros pledged 
掌 50 million over 10 years to 
create an Institute for New Eco¬ 
nomic Thinking that will seek 
^^alternatives to the prevailing 
dogma" of classical ecemom- 
ics, Soros* mission statement 
continued: "We must find anew 
paradigm and rebuild from the 
groundup.'，Founding advisers 
include Nobelist Joseph Stiglitz 
and former International Mon¬ 
etary Fund chief economist 
Kenneth Ragoff. 
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WORKING TO FILL LIVES 
WITH MORE YEARS AND 
YEARS WITH MORE LIFE. 


With a commitment to improve 
health and well-being at every 
stage of life, Pfizer and Wyeth 
are joining together, creating 
one of the most diversified 
companies in health care. 

The new Pfizer will be a leader 
in human and animal health, 
primary and specialty care, 
biologies and pharmaceuticals, 
with Q robust portfolio of 
vaccines, nutntion 幻 Is and 
consumer products. - 


Most importantly, we will 
bring together the world's best 
scientific minds to t 口 ke on the 
world's most feared diseases, 
with a renewed focus on 
areas that represent significant 
unmet health needs, such as 
Alzheimer's, diabetes, 
inflammation and immunology, 
cancer and pain. 

The path ahead will not be easy. 
But by working together, we 
con change the lives of more 
people, in more powerful and 
effective ways than ever before. 
Visit pfi2Gr.com/workingtogethGr 
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ETH ARE NOW ONE, 

WORKING TOGETHER FORA HEALTHIER WORLD* 









Edwardjoner 


Is on board jvith the ! 
crazy idea thatfhest eggs 
like children, shouldn't 
be left with strangers. 


Is it radical to expect: that your hfe savings get personal attention? 
Hardly, That^s why we're built to have one financial advisor 
in each of our 10,000 offices. Someone who'll focus on you. And 
your nest egg* Join the nearly 7 million investors who know, 
耳 Face time and think time make sense, www.0dwardiones.com 
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KATZENBERG: 
A FRONT-ROW 
SEAT AT 
THE MOVIES 


Few people know Hollywood better 
than Jeffrey Katzenberg, the onetime 
wmiderkind who by the time he was in 
his thirties had already been an execu¬ 
tive at Paramount Pictures and was 
running the motion picture studio at 
Walt Disney* After a much publicized 
falling out with then-Disney CEO 
Michael Eisner and a subsequent court 
settlement that made him a very wealthy 
man, Katzenberg started DreamWorks 
SKG with Steven Spielberg and David 
Geffen* DreamWorks Animation was 
spun off from its parent in a 2004 IPO, 
and Katzenberg became CEO, On 
Oct. 27, after DreamWorks Anima¬ 
tion reported earnings — beating Street 
estimates for the fourteenth out of the 
past 15 quarters—I talked with the man 
who, from The Little Mermaid to Shrek, 
has been behind some of the most ac^ 
claimed children's movies in history* 

MARIA BARTI ROMO 

YouVe been a student of the enter¬ 
tainment business for years. Where is 
Hollywood headed? 


JEFFREY KATZENBERG 
I think areal seismic shift is occur¬ 
ring, Anytime you’re in the center of 
these shifts, iVs maybe not the wisest 
thing to try and be predictive of where 
it all is going. But in the past—and Vm 
referring to the last 30 or 40 years— 
every time anew platform has come 
along, the motion picture industry as 
a whole has usually done a fantastic 
job of transitioning to it and ultimately 
gaining revenue. And many different 
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platforms have come along, whether it 
was free TV or pay TV or VHS or DVDs. 
Clearly, the next major transforma¬ 
tion is going to be from hard goods to 
digital- There’s a lot of uncertainty 
and caution as to how best to get there, 
Moving from analog to digital has been 
disastrous for the music industry. 
Hopefully our industry has learned 
from the music business. 

Are movies an endangered species? 
No, I think just the opposite. There 
nothing like being in a movie the¬ 
ater with a couple of hundred other 
people, laughing or being scared or 
being moved to tears. Those are among 
the most wonderful social experi¬ 
ences we’re all able to have with one 
another. All these other things are fine 
and good, but I don't think they are 
a replacement for movies. I was just 
in India a week ago, and people are 
watching movies on their cell phones. 
They have 450 million people who 
have cell phones, and [the business 
is] growin 呂 at the rate of 8 million 
a month. People want to see great 
stories, and while you have to adapt to 
these changes, I think they are oppor- 
tunities, not liabilities- 

Isn^t the DVD busine% weakening? 

Yes, the market as a whole has been 
pretty challenged in the past 12 
months* People are moving from 
purchase to rental, and there’s been 
a tremendous spurt in the growth of 


[computer -^generated] animated mov¬ 
ies are really different from the rest. We 
are primarily a mom purchase, more 
analogous to a toy than to a movie. 

Shrek The Mu 別 calls scheduled to 
close in January after just over a year¬ 
long ran. There are reports that it will 
not break even. More important, The 
New York Times suggested that this 
first effort by DreamWorks Animation 


to compete with Disney on Broadway 
is essentially a defeat. Is the closing 
of Shrek a defeat? 

No. I think that is a little harsh. First of 
ali, I have to say we couldn’t be more 
proud of the show itself. We've had a 
respectable, albeit disappointing, run 
on Broadway. But we have tremendous 
opportunities to get value out of the 
asset in the coming years. We have a 
touring company that will begin in 
Chicago next summer. We actually 
filmed the show about 10 days or so 
ago. And at some point to be deter¬ 
mined, we will release it as a DVD. We 
think therein be some nice profits. 

Will DreamWorks go back to 
Broadway? 

With the right creative 
group and the right 
property, for sure. 
[Broadway] has enor¬ 
mous potential. 

Spe 浊 ifig of Disney, Bob 
Iger in a recent interview bemoaned 
the excesses of Hollywood spending, 
much as your famous 巧則 memo 
to the industry did when you were 
at Disney. Is Hollywood addicted to 
over-the-top production and mar¬ 
keting costs? 

I would have to say I think we [at 
DreamWorks] are veiy strategic and 
thoughtful about where and how we 
spend our resources to market our 
films- Maybe we are so focused because 


we have only three movies a year. Bob 
is overseeing a $50 billion enterprise 
that，s got so many moving parts, he 
sort of looks at it from 10,000 feet. I 
look at it fromio inches. 

I read a report that DreamWorks lias 
banned the stars of the upcoming 
Shrek sequel from twittering about 
the movie. Is that true? 

Not true* Somebody twittered that, 
and it wasn’t tme. 

So you’re allowing the stars to twitter? 

They haven't asked. Let me just say, 
we have a great cast They've been 
partners with 11s for a decade in this 
franchise and are free to support the 
movie in any way they think is good, I 
have that much trust in them. 

You were one of President Obama^s 
most ardent campaign supporters 
in Hollywood. How would you rate 
his performance, and has he disap¬ 
pointed you in any way? 

No, he has not. I think he inherited 
probably one of the most difficult and 
challenging agendas of any President 
in history—certainly in modern his¬ 
tory. I think he continues to do a good 
job of facing unprecedented challeng¬ 
es,! don’t know how he does it. 


Maria Bartiromo is the anchor of 窒 

CNBC’s Closing Bell and mites the blog | 
Maria Bartiromo’s Investor Agenda^ at | 

investoragenda,cnbc.com. q 


People want to see great stories, and 
while you have to adapt to changes，I 
think they are opportunities, not liabilities 


bo 忧 Netfiix and Redbox. But our CG 
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A HOUSING RECOVERY WITH A SOLID FOUNDATION 

Even if policy supports are ended，home affordability and shrinking inventory point to a 
sector on the mend. But don't expect recent price increases to continue apace 



The broad improvement in the housing indicators in recent months leaves 
no doubt that the long-awaited housing recovery is finally under way* In fact, 
homebuilding added solidly to third-quarter economic growth, its first positive 
contribution in 3V2 years. The question now is: Will it last ? 

Unlike past housing rebounds, this one has received an extraordinary amount 
of policy support. Tax credits ， programs to aid refinancing and 
loan modifications, and direct Federal Reserve involvement in 
the secondary mortgage market have all played roles in revers¬ 
ing the mother of all housing slumps. As this assistance ebbs, 
the recovery will surely feel the loss, but the upturn is built on a 
solid foundation of improving economic fundamentals that will 
keep the rebound going* 

Policy alone cannot explain the 24% gain in existing home 
sales since January, nor the 22% increase in new-home pur¬ 
chases, the 40% rise in single-family housing starts, and the 
recent upturn in home prices. The primary driver is historically 
hi^li affordability ‘ Fixed 30-year mortgage rates are at 5%, a 
multi-decade low, and prices have plunged a total of 30 吼 since 
May 2006, based on the Standar 过 & Poor's Case-Sliiller Home 
Price Index. By that price gauge, homes axe well undervalued 
relative to both rents and aftertax income. 

Affordability is typically the No-1 issue for first-time buyers, 
who also have been helped by Washington's $8,000 tax credit* The National As¬ 
sociation of Realtors estimates the program will account for some 350,000 of this 
year’s projected increase in sales of existing homes, but that’s only about a third 
of the 1.1 million rise in existing-home sales since January. The NA 民 says first- 
timers accounted for more than 4 日邮 of all sales in the past year, somewhat above 
the 40 吼 average for 2007 and 2008. 


290/0 

Share of 
distressed* 
home sales 
in Septem¬ 
ber, vs. 51% 
in March 



The share of first-time buyers has 
most likely risen in recent months, 
with people scrambling to get a closing 
date before the Nov ‘ 30 expiration of 
the tax credit. It now appears Con¬ 
gress will extend the program, which 
will add a dollop of sales support in 
2010 ‘ Still, some recent purchases may 
well have been pulled forward by the 
program, which coiild result in tempo¬ 
rarily weaker sales in coming months. 

The most important impact of 
stronger demand has been the rapid 
shrinkage in the inventory of unsold 
homes, a key reason prices are firming 
叩 . Builders’ supply of new homes 


has shrunk dramatically. It would 
take 7,5 months to sell their inven¬ 
tory at the September sales rate, down 
from a peak of 12.4 months in January, 
Current trends in sales and invento¬ 
ries suggest supply will dip below the 
pre-2006 long-term average of 
about six months by yearend. Builders 
have cut output so 虹 below sales 
that inventories can decline, even as 
starts increase. 

The supply of existing homes 
in September fell to 7‘8 months, 
down from a peak of 11*3 months in 
April 2008 and the lowest in 2V2 years. 
Given this year’s trends, inventories 


will drop below seven months by 
yearend* A level consistently below 
seven months would indicate a better 
balance between supply and demand, 
further bolstering the pricing outlook. 

However, don’t expect housing 
activity--and prices in particular—to 
rise at the rate of recent months. The 
S 及 P Case-Sliiller index of prices in 20 
cities rose l 吼 in August, the third con - 
seciitive advance, bringing the annual 
rate of increase since May to 12.7 嘶 . 
That pace will be difficult to sustain 
as policy support begins to fade. Plus, 
economists are wary of a so-called 
shadow inventory that could lift sup¬ 
ply later, reflecting future foreclosures, 
foreclosed homes that banks maybe 
holding off the market, and a possible 
crush of would-be sellers next spring. 

All these factors are likely to limit 
the potential strength of the housing 
recovery ‘ However, the thnist from 
exceptionally favorable buying condi¬ 
tions will not disappear anytime soon, 
and the broader economic recovery 
and improving credit markets will only 
add further fuel ‘ 1BW1 

THE SHRINKING SUPPLY 
OF UNSOLD HOMES 


化 MONTHS REQUIRED TO SELL THE INVENTORY OF: 

• NEW HOMES 

• EXISTING HOMES 
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AMERICA'S MEDICAL BILL 
JUST KEEPS ON CLIMBING 


By Tara Kalwarski/Charts by David Foster 

The U ， S. spent an estimated 空 2-4 trillion on health care in 2008, about 16.5% 
of gross domestic product and a 6 吼 increase from a year earlier. Medical care 
prices are rising faster than overall inflation, and the burden on consumers 
continues to grow. 



Rise in average 
annual family pre¬ 
mium for employee 
health insurance in 
200 年 to $13,打 5. 
Single-person cov¬ 
erage was up 2.6%, 
to $4,824. 

Data! Kajsm Family 
Fbundaiion, HR 盯 


Spending sources: Private insurance 
accounts for the single biggest share. 


2009 NATIONAL HEALTH 
EXPENDITURES 
IN BILLIONS* 



"Projecled 
Data: Centers 


for M&dicare &. Medicaid Services, OHicie dt the Atluajy 


Racing ahead; Health-care prices have swelled by 3.5% in the past 
year, compared with a 1.3% decline in overall inflation. 

ONE-YEAR PERCENTAGE CHANGE IN CONSUMER PRICES* 


OVERALL MEDICAL CARE 



PRESCRIPTION DRUGS 


in 



A 邮 OWI 邮扣邮 ERN 

U‘S. health-care spending as a share of GDP 
has risen by 10 * 色 percentage points since 1965. 
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OH, YOU SHOULDNT HAVE. 
AND HERE'S WHY 


Wharton School economist foel Waldfogel has built some¬ 
thing of a reputation as a Christmas killjoy. Starting with 
a 1993 article in the American Economic Review f "The Dead¬ 
weight Loss of Christmas"}, he has been rattling the chains 
of Yiiletide gloom. 

Waldfogel says holiday 日 pending is "a massive institution 
for value destruction •" That^s economist-speaJc for the 
fact that so many gifts—billions of dollars ， worth, he 
I contends—matchup so poorly with what recipients want 

^ or would have bought for themselves. Now, in a new book, 

I Scroogenomics {Princeton University), he puts an updated 

i figure on the waste arising from holiday giving. "U, S, givers 

I spent $66 billion in 2007 " he writes, but the value of redpi- 
I ents' satisfaction is much lower. Quantified, the satisfaction 
I gap represents " an annual deadweight loss of $12 billion •" 

当 That's approaching what the federal government dissipates 


yearly, he says, citing the $17,2 billion in misspending esti¬ 
mated by Citizens Against Government Waste, 

Waldfo 萨 I's estimates of the lost value in holiday giv¬ 
ing derive from student surveys he has conducted over the 
years. At first he simply asked recipients to estimate the 
total cost of the gifts they got and the amount they would 
have been willing to pay for them {apart from any sentimen¬ 
tal value). In later surveys he asked participants to estimate 
prices and values both for the gifts they got and for stuff 
they had purchased for themselves* People ascribed 18% 
more value per dollar spent to their own choices. 

The least "efficient" gifts, Waldfogel writes, tend to be 
from relatives who don't see family members often enough 
to know their desires. ("Nobody is better than you at buying 
the sweater you want," he said in a phone interview.) And 
while giving cash is a way to preserve gift value, often 

considered inappropriate or cold. 

Gift cards, which now represent up to a third of holiday 
spending, are stigma-free, Waldfogel notes. But 10 吼 of their 
value goes unredeemed each year. His suggestion: Retailers 
should donate those balances to charity •- Hardy Green 
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TIME TO BUY HQ? 


Many investors have given up on real es¬ 
tate* But one group has been on the prowl 
for property: corporations- Fully 10% 
of commercial real estate transactions 
in 2009’s first half were corporations 
acquiring office buildings, sometimes 
the very ones in which they were renters, 
according to market tracker Real Capital 
Analytics* That’s up from an average of 
2,3% earlier in the decade, when many 
businesses sold their buildings — leasing 
the space they needed — as property val¬ 
ues zoomed. Among those switching from 
tenants to owners this year: Sotheby's, 
which bought back its Manhattan head¬ 
quarters for $390 million; and video game 
developer Electronic Arts, which paid 
$233 million for the Redwood City (Calif.) 
headquarters that it had always leased. Jay 


Moscovrs NEW COLDWAR^ 
BLITZING THE BLIZZARDS ^ 


Now here's an option that's not available to most budget-strapped 
snowbelt cities: Moscow Mayor Yuri Luzhkov plans to preserve 
fluids, as winter descends, by having less snow fall from the sky. 

With the blessing of his city council, Luzhkov has announced that 
in the coming months, Russia's air force will bombard snow clouds 
with silver iodide as they head toward Moscow* The idea is to make 
them release their precipitation before they reach the capital < {Cloud 
seeding is not unknown in Russia, where it has been used from time 
to time to ensure that nothing rains on parades,) 

City public works officials told ITAH-Tass that the seeding, to be 
carried out from November to March, will cost $6 million—a sizable 
reduction from the 窜 10 million a year Moscow spends on the 弓 ,000 
heavy trucks and 50,000 workers needed for snow removal, (No word 
on whether the city will find jobs for the iiimeeded workers, as Ru%ia 
copes with an unemployment rate that is officially axomid 8 萌 and un - 
officially estimated at twice that-) The air force maneuvers won't keep 
the capital completely flurry-free^ says city goviemment spokesman 
Igor Pergamensh 出 ， "It doesn't mean Moscow will see in the New Year 
under green trees. There will be snow." — Miriam Elder in Moscoiu 



T' , . j j r T Sotheby's went 

Koster，president of Jones 相 。 tenants 

Lang LaSalle's Capital owner of its nyc 

headquarters for 

Markets, says that with $390 miitton 

many companies sitting on 
cash and office-property prices at 25% to 
50% below 2007 peaks, such moves make 
sense. If values bounce back, these buyers 
can sell and become tenants again, bank¬ 
ing the gains* -Michael Arndt 
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FIAFS CARS MAY NOT 



SAVE CHRYSLER 


The new models 
won’t materialize 
for two years—and 
the U.S. automaker 
could stall out 
in the meantime 


By David Welch 

Fiat CEO Sergio Marcliionne has said 
little about his plans to reinvigorate 
Chrysler since agreeing to acquire 
the U.S, automaker in June, But what 
he has said is telling. In a chat with 
reporters on the sidelines of the 
Frankfurt Motor Show in September, 
he acknowledged being chagrined by 
Chrysler^s woeful condition and the 
discovery that its previous owner, the 
private equity shop Cerberus Capital 
Management, had done so little to 
prepare the automaker for the future ■ 
Marchionne said he’d found "a whole 
pile of surprises." 

And the surprises keep coming: 

No one, certainly not Marchionne, 
expected Chrysler to be a shiny new 
car company when it reemerged from 
banknipcty in June. But even for an 
industry as troubled as this one, the 
numbers have been shockingly bad. 
Chrysler，s sales in the U.S. are down 
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40 卿 in the past year, and market share 
has slipped from 11% to 9 视 , You know 
an automaker is in deep trouble when it 
is selling more than half of its vehicles 
to corporate and rental fleets, as 
Chrysler didin September, according 
to CNW Marketing Research, 

Chrysler badly needs appealing new 
models if it is to have a hope of surviv¬ 
ing. On Nov ， 斗 , Marchionne will lay out 
his plan, which, according to industry 
insiders, involves plugging Chrysler's 
product holes with Fiat-engineered 
cars. (Chrysler declined to comment 
on the plan.) 

That will be a vital first step. The 
trouble is that the new vehicles won't 
appear for at least 18 months. Between 
now and then, Chrysler's market 


share will almost 
certainly continue 
to erode, making 
it all the harder for 
the company to 
stay in the black 
an 过 develop and 
market new mod¬ 
els. The question 
for Marchionne, 
says IHS Global 
Insight analyst John 
Woikonowicz, is: 

"How do you get 
Chrysler from here to 2012?" 

When the Italian CEO lays out 
his strategy, no constituency will be 
listening more intently than Chrysler's 
suppliers. As sales keep dropping, 

some parts makers are getting 
leery about accepting Chrysler 
business. They fear winding 
up with a bunch of production 
capacity and eating produc¬ 
tion costs if Chrysler can’t 
sell enough cars or doesn't 
survive* Thomas T ‘ Stallkamp 
is a partner at Ripplewood 
Holdings, the private equity 
firm that owns German engine 
parts miker Hansel Interna¬ 
tional, In anticipation of lower 
sales, he has already renegoti - 
ateda contract to sell engine 
blocks to Chrysler. "Our guys 
in Germany are worried that 
the sales volumes won’t make 
it," Stallkamp says, "Every 
month that sales go down, 


WARNING LIGHTS 

妨％ 

Proportion of 
Chrysler saiss 
that went to 
corporate and 
rental fleets in 
September. 

$3, 抓 9 

Average incentive 
per vehicle Chrysler 
offered in October 
—more than any 
major nval. 

9.2% 

Chrysler’s 
market share 
through 
September, 
it was 11% 
a year ago. 


Data: CNW Marketing Research, Aulodala 


parts makers are leery of Chrysler 
orders for fear of winding up with 
unsold inventory and excess production 


suppliers get more nervous /， 
Some suppliers have simply 
decided not to sell parts to the 
company. Charles A- Gassen- 
heimer, chairman and CEO 
of lithium ion battery maker 
Eneri, passed on a chance to 
sell batteries for 01111 胖 1 钟*日 
planned electric cars. He 
thought it was too risky ‘ "Does 
Chrysler have the cash to com¬ 


mit to that program? No," Gassenheim - 
er says. don’t have the resources to 

bet on a program like that；' 

If Chrysler is to have a hope of 
boosting sales, it will need a strong 
network of experienced dealers. Over 
the past year, Chrysler has pared its 
dealership ranks by a quarter, bringing 
the number to 3,400 nationwide. At 
the same time, the company has been 
pushing dealers to bring all three of its 
brands — Dodge, jeep, and Chrysler— 
under one roof- Building new retail 
space is expensive, and many dealers 
need to borrow the money. 

DEATH OF A CAR SALESMAN 
Now a number of them can't get loans 
and may bow out. Leo Griggs has been 
selling Dodges in the tony Park Cities 
neighborhood of central Dallas on 
and o 枉 for the past 15 years. In Janu¬ 
ary, Griggs acquired a Chrysler-Jeep 
franchise to go along with his exist¬ 
ing Dodge showroom and borrowed 
幸 22 million from Chrysler Financial* But 
when Chrysler went mtobankniptcy, 
the Treasury Dept, decided to wind 
down Crisper Financial and designate 
GAMIC Financial Services, the former 
General Motors unit, 辽 s lender of choice 
for Chrysler dealers and customers. 

GMAC, which in late October 
asked the government to shore up its 
finance 自 , gave Griggs a temporary 
credit line to buy cars from Chrysler, 
But GMAC would renew the credit line 
only after Chrysler Financial released 
the liens on his dealership's assets. 

And Chrysler Financial refused unless 
Griggs paid all the money back at once 、 
Griggs was forced to shut bis busi¬ 
ness* And Chrysler lost an experienced 
dealer. "I never understood that any - 
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CREDIT CREAKS 

INTO GEAR 


Wall Street is starting to package and sell 

debt again, which should help the economy 、 

_ 

By Oavid Henry 


024 

thing like this could happen," Griggs 
says. Chrysler says its dealer network 
is stronger, but with sales down, many 
are struggling. 

A credible turnaround plan from 
Marcliionne could go a long way 
toward calming the nerves of suppliers 
and dealers, Stalllcamp says. And Mar* 
chionne plans an extravagant rollout— 
an eight-hour sales pitch in Detroit to 
the media and financial community ‘ 

People familiar with his plans say he 
wants to develop Chrysler and Fiat cars 
together, sharing parts ^ vehicle plat ¬ 
forms, and engineering in a way former 
parent Daimler never did. He also 
wants to export Jeeps, a plan that would 
be helped by a cheaper dollar. Says 
James N, Hall, who runs the auto con¬ 
sulting firm 2953 Analytics in Detroit: 
"Jeep li^sa lot of upside potential*" 

AN EMERGING BRAND STRATEGY 
For the U.S,, Marchiorme may replace 
the weak Chrysler Sebring and Dodge 
Avenger with midsize cars using 
hardware engineered for Fiat 巴 ars in 
Europe, Alfa Romeo may also build a 
premium SUV using the underpinnings 
of the Jeep Grand Cherokee. And Fiat's 
premium Lancia brand may replace 
its flagship car, the defunct Thesis^ 
with a sedan built alongside Chrysler's 
300. That car would sell only outside 
the U，S. T but its sales volume could 
help make Chrysler^s factories more 
profitable. 

As Marchionne’s product plan rolls 
out, the brand strategy will take shape. 
The Ram truck brand will be split from 
Dodge, which will sell entry-level cars 
and sporty rides. Chrysler will main¬ 
tain its liigher* priced status. Jeep will 
be strictly SUVs. And Alfa Romeo will 
be offered as a lower-priced (but still 
upscale) sporty rival to BMW- 

Marchion 打 e，s grand plan is to cre¬ 
ate a global car giant by combining 
the best pieces of Fiat and Chrysler, 
The strategy makes sense on paper. 

But the best-laid global plans can be 
undermined by heavy losses in the U-S， 
market. That's what happened to GM. 
Shoring up Chrysler at home won’t be 
easy, notin this competitive environ¬ 
ment. "Chrysler can make it," says 
Hall. "The question is, how comniitted 
is Fiat to saving Chrysler?" I BW I 


Wall Street's great credit machine, 
which once provided more than 
$2,5 trillion to consumers and fueled a 
long economic expansion, stalled when 
Lehman Brothers failed in September 
200S. But this giant 员打 andd engine, 
known as the shadow banking system, 
maybe sputtering back into gear. With 
traditional bank lending contracting, 
any new money from private investors 
should help get the economy moving. 

The difference now is that the 
government is supplying much of the 
grease to get these markets running. 
That, 目 not likely to change anytime 
soon: For the foreseeable future, the 
feds will be a fundamental part of the 
new credit reality. 

FASTER REFINANCING 
In normal times. Wall Street bundles 
mortgages, credit cards, auto loans, 
and other debt into bonds and sells 
them to investors. The process, 
known as securitization^ then frees up 
banks to make new loans, It's the life¬ 


FUELIN6 THE IVIA 閒阳 E 

The securitization market Is coming back 
to life, albeit with help from the teds 


blood of the economy. 

Slowly, Wall Street is 
reprising its critical role 
in the credit markets. In 
the third quarter invest- 
ment banks sold nearly 
$2Q billion worth of car L, i 

loans, six times as much P .‘ 

as in 也 e same period / 

of 2008. The yields on IB .... 

bonds backed by credit- 
card payments have 
fallen drastically^ a sign |i 

that investor appetite is ij ^ 

back. And the volume 
of mortgage securities, | I 

the largest segment of 1^ 

the credit market, is on 
track this year to nearly 
match the peak levels of 2005, "The 
core consumer finance sectors seem to 
be reasonably intact," says Joseph 民. 
Mason, a finance professor at Louisi¬ 
ana State University. 

The improvement in the securities 
market is helping the likes of Brian 
Mayes, who runs a publicity firm out¬ 
side Nashville. The 36-year- 
old tried for four months to 
refinance the $430,000 mort¬ 
gage on his four-bedroom 
brick house. One lender he'd 
lined up went bankrupt before 
the paperwork on the loan was 
processed. In August his new 
application with F 及 M Bank, a 
small Tennessee lender, went 
through injustio days. "I'ni 
relieved and surprised," says 
Mayes, who cut the rate on his 
loan to 5,25% from 6 •弓％ • "1 
thought that I was never going 
to get this 化 ins refinanced." 

To be suie, the credit ma- 
cliine isn-t operating anywhere 


200& AMOUNT* rEAR-OVER- 


SECURITIES 

巧 BILLIONS) 

YEA 只 CHANGE 

Mortgages 

1,526 

* 36 % 

Auto Loans 

39 

4 17% 

Credit Cards 

40 

▼ 33 的 

Home Equity 

* Through Seplember 

4 

日饰 
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near full capacity. Securities stuffed 
with student loans amounted to just 
$15*5 billion in the first three quarters 
of the year, down 45 卿 from the same 
period in 2008. And investors won’t 
touch a mortgage deal unless it has 
the backing of the feds. That makes it 
nearly impossible for borrowers to get 
exotic subprime mortgages and other 
risky loans. To land so-called prime 
jumbo loans above $729,000, borrow¬ 
ers have to pay a premium. Those sorts 
of mortgages once accoun ted for nearly 
串 900 billion of investments. 

LENGTHY SHAKEOUT 

But some of that credit should never 

come back ‘ During the boom times, 

苗 consumers borrowed way beyond 

蓄 their means, often betting home prices 

I would go up forever. At the height of 
9 the market, for example ， home equity 
I loans accounted for more than 60% of 
I asset-backed securities, not including 

So traditional mortgages, A decade ago, 

当 that piece represented about one-third 


of the market. With home values at 
record lows, there are barely any home 
equity deals today. 

Wliat's happening now is a rational¬ 
ization of credit • In essence, the mar¬ 
ket is trying to find the right balance 
between too much and too little . "肝 
is a really tough question to untangle, 
and it is one that is crucial to economic 
grow 化 ," says LSU's Mason* 

The process, which is happening 
along the entire food chain of credit, 
from borrowers to lenders to the gov¬ 
ernment^ will taJce years and ultimately 
reshape the debt markets. Lenders, 
for example, are trying to figure out 
how to dole out money prudently. 
Rivermark Community Credit U 打 ion, a 
small lender in Beaverton, Ore., made 
442 auto loans in September^ 33 师 
more than the previous year, "1 think 
peoples' confidence is returning, and 
they are feeling a bit more secure," says 
Gayle Rust Gustafson, vice-president 
for financial services at Rivermark. 
Even so, Rivermark is tightening lend¬ 


ing standards: It's cutting the amount 
of items, such as the unpaid balance on 
a trade-in vehicle, that a borrower can 
roil into a new car loan, 

Meanwhile, parts of the credit 
market are beginning to inch toward 
self-sufficiency and away from gov¬ 
ernment subsidies. Consider the auto 
and credit-card segments. The first 
big spark of interest in such securi¬ 
ties came from a$200 billion federal 
initiative started in March. Under the 
Term Asset - Backed Securities Loan 
Facility, or TALF, the ILS. agreed to 
help finance purchases by private 
players ‘ The incentives have persuad¬ 
ed so many investors to scoop up auto 
and credit-card securities that deals 
are now being sold without federal 
aid. "The program has been very sue - 
cessful," says Theresa O'Neill, a credit 
market strategist at Bank of America 
Merrill Lynch Global Research* The 
volume of auto securities is on pace 
to hit $50 billion this year, up from 
$35 billion in 2008, according to the 
Securities Industry & Financial Mar¬ 
kets Assn.I an industry trade group. 
Housing, which is being entirely 
propped up by federal funds and pro - 
grams, will be trickier- This year gov¬ 
ernment -backed loans have accounted 
for 99 视 ， or $1*5 trillion, of mortgage 
securities. Banks and other private 
firms have issued a mere 妾 15 billion. 
The breakdown has been more like 
80/20 in the past* In addition, the Fed¬ 
eral Reserve and Treasury have spent 
nearly $1.25 trillion buying those bonds 
to support the housing and broader 
credit markets ‘ "The government is 
literally plowing trillions of dollars into 
the U.S. mortgage market to keep it 
afloat," says Guy D, Cecala，publisher 
of Inside Mortgage Finance. 

The Fed has said it intends to quit 
buying mortgage securities by the end 
of March. Whether it does stop at that 
point may well depend on whether 
private players plunk down more money. 
That could take awhile. At 出 e moment, 
says SamKhater, a senior economist at 
First American CoreLogic, investors "are 
waiting for stability in home prices and 
the economy" —just like everyone else. 
I8WI 

-With Prashant Gopal in New York and 
Theo Francis in Wa^shington 
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°26 ARE JUNK BONDS 
TOO HOT TO HANDLE? 

An investor stampede has produced returns twice as 
high as stocks this year. Now the red flags are out 


By Roben Farzad 


At the credit bubble's frothiest, legions 
declared tlmt risk was overrated. Se¬ 
curitization, syndication, and all kinds 
of slicing and dicing, the thinking 
went, could confer creditworthiness 
on pretty much any object, animate or 
otherwise. Then came the debt market 
implosion. As default 
rates spiked for specula- 
tive junk bonds, all but the 
most rarefied of corporate 
issuers were out of luck. 

But barely a year after 
the world nearly ended, 
junk debt is staging 
a record resurgence. 

In 2009 these riskier 
corporate bonds (rated 
below investment grade) 
have so 虹 r returned 日 2%, 
well north of the previous 
record of 39% set in 1991. 

Untrue to form, these 
high-yield securities have 
even vastly outperformed 
equities, more than 
doubling the Standard 及 
Poor’s 弓 00-stock index's year-to-date 
return of 巧婚 , Issuance is surging, 
and hot money is sluicing in. In other 
words, caveat creditor. 

Ttue, a jlink -bond rally makes sense 
given all the panic selling last year on 
fears of economic Armageddon. In 
2008 high-yield bonds dropped 26 佩， 
their worst one- yeax showing ever. The 
price of the securities plummeted as 


yields skyrocketed as high as 22 所 by 
November 200S .Issuer defaults, which 
obliterate junk returns, multiplied as 
the credit freeze took hold. Accord¬ 
ingly, the high-yield market's spread, 
or the excess return over Treasures 
demanded by investors, surged to a 
record of more than 19 percentage 


points. The entire junk-bond market 
basically closed for business. 

But with defaults expected to peak 
soon, investors have spent the better 
part of 2009 bidding up junk bonds, 
abruptly pushing their spread to 
Treasuries down to 7,5 嘶 (page 62}, 
"The fact that the world is breathing 
shows you how mispriced junk was/* 
says fim Delaney, a veteran bond trader 
turned credit market 
strategist. 

The mood shift in 
the junk - bond market 
owes much to the tril¬ 
lions of dollars' worth 
of bailouts, backstops. 


and monetary and fiscal packages, a 
reality that seems to have been lost on 
investors' hunt for higher yields amid 
extraordinarily low short-term interest 
rates, "The Fed," laments hedge fund 
gum Jeremy Grantham, "is beating 
investors into buying junk and other 
risky assets, a hair-of-the-dog strategy 
if ever there was one," So ferocious has 
the stampede into junk been that the 
bonds now yield less than their two- 
decade median, according to Leuthold 
Group, a Minneapolis investment man¬ 
agement firm. 

CAUTION: DEFAULTS 
Another red 円 ag, at ieast among 
fixed - income cognoscenti, is that for 
the first time in five years the default 
rate for junk bonds now exceeds their 
spread to Treasuries. All of which 
suggests investors axe ignoring his¬ 
torically high levels of default risk, 
increasing the chances that the market 
rally will overheat or even collapse* 
"We expected high-yield bond yields 
to come down, but not this fast/' 
Leuthold analysts wrote in an Octo - 
ber dispatch, in which the firm urged 
clients to start taking profits. "We 
expected a three - to four-year play, 
not nine mo 打化 s." 

But good luck trying to tell a 
white-hot junk-bond market to chill. 
According to DeaJogic, the current 
quarter's new junk issuance is tracking 
at just a bit less than $42 billion— 
nearly eight times the sales of a 
year ago. Lipper FMI reports U, S. 
junk-bond mutual funds are work¬ 
ing on their ninth straight week of net 
inflows: $329 million last week, on top 
of $237 million the week before. Inves¬ 
tors have directed 索 28 billion to junk 
funds so far in 2009, more than in any 
entire year since 1992. 

Too far too 虹 st? "li/s fairly danger¬ 
ous right now to be going back in the 
soup so quickly after where we were," 
warned Richard Handler, the chief 
execotive of Jefferies Group, in an Oct. 
20 conference call. The investment 
bank had just quadrupled its bond - 
trading revenue, thanks in no small 
part to the junk rally. Not coinciden¬ 
tally, Jefferies also used the occasion 
to announce a i 300 million debt of¬ 
fering of its own. I BWi 


Investors may be ignoring historically 
high levels of default risk, increasing the 
chances that the market will overheat 
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VERIZON M 邮 ILIZES 

AGAINST THE iPHONE 

To stay ahead of AT&T and Apple, the carrier is placing a 
big bet on Android smartphones and other new gadgets 


By Spencer E. Ante 


Can Verizon Wireless keep its spot as 
the leading wireless company in the 
U.S. if it doesn't have the industry's 
hottest phone? 

Lowell McAdam, the company’s 
chief executive, is trying to make the 
case that it can. Two years ago, Verizon 
Wireless passed on the chance to 
become the exclusive U.S. distributor 
of the Apple iPhone and pushed Apple 
into the arms of rival AT 及 T. Since then 
the iPhone has become a me 阱 hit, 
helping AT&T close the gap with Veri¬ 
zon. In the most recent quarter, AT&T 
added 2 million wireless subscribers, 
bringing its total to 81,6 million, while 
Verizon Wireless added 1.2 million, for 
a total of 89 million. 

Now, McAdainis launching a slew 
of products designed to keep Veri¬ 
zon ahead. In the fourth quarter the 
company is roiling out its largest 
new-product lineup ever: 14 devices, 
VS- half that number a year ago- Among 
those will be two netbooks and five 
smartphones, including the Droid 


phone from Motorola, a sleek device 
with a touchscreen and keyboard that 
runs on Google’s Android operating 
system. The new products are backed 
by an unusually aggressive market¬ 
ing campaign. In one TV spot, Verizon 
takes direct aim at Apple with a series 
of " 瓜 on ， t" quips that explain all the 
things an iPhone can't do* "The Droid 
can compete head to head" with the 
iPhone, says John Stratton, chief mar¬ 
keting officer of Verizon Wireless. 

Verizonstrategy is bold but risky. 
With the Droid 
and another phone 
fromHTC (page 55), 

Verizon is placing a 
big bet on the un¬ 
proven Android. The 
software is popular 
with techies and has 
attracted enough 
support from devel¬ 
opers that 10,000 
apps are available for 
download to Android 
phones, but it hasn't 


yet caught on with consumers. In 
addition, Verizon risks confusing cus¬ 
tomers with tlie sheer number of de¬ 
vices it，s introducing. "Greater choice 
is not a guarantee of a greater quarter," 
says Richard Doherty, research director 
at Envisioneering Group. 

McAdam and Stratton are firing 
up Verizon’s maiketing machinery to 
win over consumers. The Droid will be 
backed by Verizon's biggest marketing 
campaign ever fora single device, and 
total marketing spending will increase 
5% to 10 帮 in the current quarter from 
last year* Stratton says the anti-Apple 
vibe will be toned down in favor of 
ads that underscore the features of its 
phones and the reliability of its net - 
work compared with AT 及 T's. Verizon 
has said it is still interested in selling 
the iPhone if Apple is amenable, 
Verizon is experimenting with new 
marketing approaches. For severe 
weeks in November, the company has 
rented time on two huge electronic 
billboards in New York's Times Square 
that will show real-time results of 
searches people make on their Android 
phones, Verizon is also planning to 
transform Droid, the moniker for the 
Motorola plione, into a brand name for 
a whole lineup of Android devices* 
Verizon’s success may ultimately 
depend on how the partnership with 
Google works out* As cell phones 
become more sophisticated comput¬ 
ing devices, wireless companies need 
Silicon Valley firepower to compete. 
Google has helped boost the number 
of wireless applications available on 
Android phones, but analysts say it 
has to step up its marketing of Android 
to gain ground on Apple. "When the 
iPhone was associated with Apple 

iTunes, that really 
meant a lot to con¬ 
sumers/^ says Ken 
Dulaney, an analyst 
at researcher 
Gartner "Youwant 
to know that the 
[Android] app store 
is being run by 
Google." IBWI 
- Wi 化如化曲冉 - 

seldahl in New York 
and Robert Hof in 
Silicon 怖 Hey 
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HARD TIMES EASE 

FOR A CEMENT KING 


Mexico's Cemex survived a near default. But a return to 
double-digit growth could be years off 


By Geri Smith 

MONTERREY, MEXICO 

I For the head of a company 
I that has just been through 
the worst stretch in its century-plus 
history, Lorenzo H. Zambrano is 
awfully cheerful. Over the past year the 
CEO of Mexican cement giant Cemex 
has seen the company’s stock collapse, 
its investment- grade rating stripped 
江 way, its sales wither, and its creditors 
balk at refinancing 牽巧 billion in debt, 
raising the specter of default. So why is 
the 65-year-old in such good spirits? 
"Because things are so much better 
than six months ago," he says with a 
belly laugh. "I really hope to never go 
through something like this again" 
Cemex’s latest results hint that 
the worst may indeed be over. True, 
third-quarter earnings fell 40% as sales 
dropped 27%. But that's better than the 
previous quarter, when profits fell 58% 
and sales were off 34 郁 . Still, it may 
be years before Cemex returns to the 
days when serial acquisitions delivered 
double- digit growth and bankers vied 
to finance Zambrano's deaimaking* 

In his 24 years at the helm, Zam¬ 


brano has built Cemex into the world's 
No. 3 cement producer, with opera¬ 
tions in 50 countries and $17-8 billion 
in revenues last year. Along the way, 
Zambrano’s crew developed a well- 
honed formula, heavy on high tech and 
dubbed The Cemex Way, for squeez¬ 
ing out efficiencies* Cemex's knack for 
integrating acquisitions became the 
subject of Harvard Business School 
case studies and earned it 江 place in the 
elite club of emerging multinationals. 


CRACKS IN 
THE CONCRETE 
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So when Zambrano 
saw an opportunity 
to be a major player 
in the U,S. three years 
ago, bankers didn't 
flinch. They jumped at the chance 
to lend him $15 billion to buy Rinker 
Group, an Australian company that did 
SS% of its business stateside, Butin 
mid-2007, as Cemex was finishing the 
hostile deal, credit markets were tight- 
enimg, making it tough to find buyers 
for $5 billion in Rinker assets Zambrano 
had hoped to unload to pay down debt. 
With the turmoil in global real estate, 
sales in Cemex's top three markets— 
Mexico, the U*S ‘， and Spain—were 
plunging. Then a slide in the Mexican 
peso last October triggered 索 700 mil- 
lion in losses on currency hedges. 

NO BONUSES 

But the worst was yet to come. Last 
January, Standard & Poor's dropped 
Cemex's investment - grade rating. 
Then in March, Zambrano had to puU 
the plug on a 卖 500 million bond offer¬ 
ing after prospective buyers demanded 
20 视 returns. It didn^t help that the 
prospectus noted that auditors had 
"substantial doubt" whether Cemex 
could "continue as a going concern" 

Zambrano sat down with creditors 
to renegotiate the $15 billion in debt 
from the Rinker acquisition* The talks 
kept executives holed up at Monter¬ 
rey headquarters nights and week¬ 
ends where, despite 100 degree-plus 
weather，the air conditioning was shut 
off to save money* Other moves yielded 
bigger savings* Last year's bonuses 
were canceled, the workforce was 
trimmed by 9 晰 and capital expendi¬ 
tures were cut 75 师 . 

Lenders in August agreed to refi¬ 
nance Cemex's debt, but they demand¬ 
ed that through 2014 the bulk of the 
company’s cash flow 换 toward repay¬ 
ment, And if the U.S. economy doesn't 
recover quickly, Cemex "could take 
another hit," says Gordon Lee, Latin 
America research chief for brokerage 
UBS, Zambrano, though, isn’t about 
to apologize for past risk taking, "If 
every time we were buying something 
we made plans for a tragedy that only 
comes every 100 years," he says, "we 
never would have made a move/* 1 0WI 


In Monterrey ： 
Cemex’s sales 
are still dropping, 
but not as fast as 
eariier this year 
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You don't just think about your money from 9am to 5 pm. That's why 
you can call Ally Bank 24/7 to talk with a real person about your money. 
Or if you prefer, you can chat online with a Customer Care Advocate, anytime* 
It’s that easy. We even publish our current wait times on our website. 

Ifsjust the right thi 口 g to da 


oily 

Straightforward, 


877-247-ALLY I allybank.com 
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Networks are creating ads—with their 
stars and sets—to keep viewers tuned in 


By Burt Helm and Ronald Grover 
When Microsoft told television execu¬ 
tives earlier this year that it was look¬ 
ing for ideas on how to spend hundreds 
of millions of dollars in advertising, 
the network guys sprang into action. 
With the recession in fnU swing, fewer 
companies were launching major 
campaigns, Microsoft was launching 
two: one for its 叩 coming Wind 口 ws 7 
operating system and one for its new 
search engine, Bing. 

The networks didn't simply pitch 
choice ad time or even product place¬ 
ments. They offered to create ads for 
Microsoft, starring actors from hit 
shows who appear in character and 
use the company's products. As part 
of a larger deal, NBC Universal sold 
Microsoft on a series of Bing ads, tied to 
comedian Joei McHale’s show Comrn。- 
nity. In one, McHale uses Bing to find 
countries where he can learn to speak 
Spanish after lying to a pretty girl that 
he's fluent. Fox, meanwhile, sold Mi - 
灯 osoft a package induding -min¬ 
ute show made by Family Guy creator 


Microsoft went as far as signing on for a 
Windows 7-inflected Family Guy special- 
before balking over the raunchy content 


SethMacFarlane featuring Windows 7. 

TV networks have sold advertis¬ 
ers custom-made conmierdals for 
decades, but they're marketing them 
much more aggressively. Starting 
in 2007, companies began paying 
networks based on how many people 
watch not the shows but the com¬ 
mercials. Meanwhile, as of M 过 y, a third 
of households owned ad-skipping 


DVRs, accord¬ 
ing toNielsen, So 
networks are more 
desperate than ever 
to get viewers to 
watch advertise 。， 
commercials. 

Custom-made 
ads sometimes feel 
like a throwback 
to the earliest days 
of television, when a host extolled a 
product's virtues before the camera, 

In a taped ad that ran on Comedy 
Central this summer during the sketch 
comedy Michael 姑 Michael Have Is¬ 
sues ^ one of the two Michaels holds 
a cup of Dunkin' Donuts coffee while 
repeating the chain's slogan, "You kin ， 
do it." The other excoriates him for be¬ 
ing insufficiently creative. "You gotta 
relate to the product," he says. 



HYBRID PRODUCTIONS 
Companies like the way these ads 
blend in with the shows. "It’s closer to 
being TiVo-proof," says Cynthia Ash¬ 
worth, vice-president 
for consumer engage - 
m 日 nt at Dunkin, 
Brands, And unlike 
product placements, 
ill which the brand 
is subservient to the 
plot, advertisers have 
more control over their messages, 

ABC won a wide-ranging deal with 
Sprint, developing eight 45-second 
spots to pair with Desperate House- 
wives. The seiries of ads, mitten by 
Housewives creator Marc Cherry and 
shot on the show's sets, features a 
woman who uses her phone to find 
out whether her husband is cheating. 
"We wanted something that would 


换 t us noticed and Sprini ads，shot 

provide enter- 己 n 凸 es 阳诚 e 

f ■ • " Housewives 

tammentr says 扣咕 keep mo 巧 

Stephanie Kelly, viewers watching 

a Sprint man¬ 
ager who places such commercial 
hybrids on TV, The bet is paying 
off: According to TiVo's Stop Watch 
system, which anonymously tracks 
viewing habits, more than twice as 
many people watched the vignettes 
as watched other commercials during 
the program* 

These hybrid deals can be risky. 
When Fox offered to have MacFar - 
lane cook up the 30-minute special to 
promote the new Windows 7 operat¬ 
ing system^ Microsoft jumped at the 
opportunity: MacFarlane^s Family 
Guy has a passionate following among 
students, many of whom prefer Apple 
Macs - But Microsoft's marketing team 
didn’t taJce into account how MacFar- 
lane，s off - color sense of humor would 
jibe with its brand. After reviewing 
scripts and a raunchy taping of the 
special in raid-October, Microsoft 
abruptly canceled the deal. 1BWI 

BUSINESSWEEK.COM I To see a Video 
I report feattirtng 

some of the customized commercials produced 
by TV networks lor brands like Microsoft 
go to tiusinesswe e kxo m /g o/09/ads 
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it I used to think it was 
just 貧 phase, until I had 姐 
with my doctor. 9 : 




Your Doctor Talks to Men 
About ED Every Day 

Actually, erectile dysfunction (ED) is more than 
just a phase* It's a common medical condition 
affecting millions of men just like you. 

But your doctor can help， ■ 


I Dacm p 如 t 巧沾 


Did you know half of all guys 
over 40 have some form of ED? 
Here are some numbers to 
keep in mind from a recent 
survey of men with ED: 

of men were 
anxious about 
If talking to their 

doctor about ED， 


Running the Numbers 


Keys to Opening Up 
to Your Doctor 

The hardest parr about having 
the talk' is getting those first 


•准 of men felt relieved 
after talking to 
their doctor* 


Important Safety Information 

We know that no medicine is for everyone. 
Don't take VIAGRA if you take nitrates, 

0 托 en prescribed for chest pain, as this may 
cause a sudden unsafe drop in blood pressure* 

Talk with your doctor first. Make sure your 
heart is healthy enough to have sex* If you 
have chest pain, nausea, or other discomforts 
during sex, seek medical help right away* 

In the rare event of an erection lasting more 
than four hours, seek immediate medical help 
to avoid long-term injury. 

In rare ins 口 nces, men who eke PDE5 
inhibitors (oral erectile dysfunction medicines^ 
including VIAGRA) reported a sudden 
decrease or loss of vision, or sudden decrease 
or loss of hearing Jt is not possible to determine 
whether these events are related directly to 
these medicines or to other factors. If you 
experience my of these symptoms^ stop 
taking PD 巨弓 inhibitors, including VIAGRA, 
and call a doctor right away; 

The most common side effects of VI AG 民 A 
are headache； facial flushing, and upset 
stomach. Less common are Bluish or blurred 


few words out* Here are 
some ideas to help you break 
the ice when your doctor 
asks how everything's going: 

The Direct Approach: 

"I have trouble sometimes 
in bed，Could it be ED 戸" 

The Indirect Approach: 

"Is i[ true age 证 ects 
sexual performance r 

The Silent Approach: 

Just hand this ad to your 
doctor, hell take it from there. 



Tell Me 
More 

To leam more 
about VIAGRA for the 
treatment of ED, and ED in 


general visit viagra.com today; 
You'll find an online sexual health 


quiz, videos of guys wirh ED 
whoVe had the VIAGRA Talk 
and other helpful information. 


vision； or being sensitive to light. These may 
occur for a brief time. 

VIAGRA does not protect against sexually 
transmitted diseases including HIV 

Please see Important Facts for VIAGRA on 
the following page or visit viagraxom for full 
prescribing information. 

For free information^ including questions 
to ask your doctor^ call 1-888-4VIAGRA 
(1^888^484^2472). 


Over 20 million men have already 
had their VIAGRA Talk, Isn't ir 
time you had yours? 


(sildenafil citrate) tablets 


You are encouraged to report negative side effects of prescription drugs to the FDA. 
Visit umw*FDA*gov/medwatch or call 1-800乎1)八-1脱8* 
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IMPORTANT FACTS 


(vi-AG-rali) 




广 IMPORTANT SAFETY INFORMATION ABOUT VIAGRA ^ 

Never lake VIAGRA if you lake any mediciucs with Dilralcs. This 
includes iiitjuglyccrin. Your blood pressure couJd di-op quickly. It could 
tall U> un unsafe or Lilc-lhrcatcmng level. 

^ABOUT ERECTILE DYSFUNCTION (ED) ^ 

Erectile dysfiiQCliou means ;i man cimnol gel or keep e reel 山 11 ， Heal 111 
[iroblciTis, injury, or skle cflccis of tlni^s may cause liD/Thc caase may 
not be known, 


ABOUT VIAGRA 


VIAGRA is used to Lreat ED in men. When you wiuil to have sex, 
VIAGRA can help you get and keep an ejection when you aie sexually 
excited. You cannot get aji erection just by taking I he pill. Only your 
(J 此 lOTcmi pn;sCTibe VIAGRA ， 

VIAGRA does not cure ED. 

VlACiRA does iiol pro reel you or your ptirlncr Imm S 1 、Ds (sexuaUy 
imiismiUccl diseases) or HIV，You will ue 化 Uo use a condom. 

VIAGRA is not a hormone or an aphrodisiac ‘ 


WHO IS VIAGRA FOR? 

Who should take VIAGRA? 

Men who have ED and who 紙 heart is healthy enough lor sex. 

Who Should NOT take VIAGRA? ' 

• [f you ever take medicines with nitraleg ： 

■ Medicines that treat chesL [ 川 in (angina), such as nirroglyceriii 
or jsiosorbjcle mononiUale or 址 mUale 

• rf you use some street drugs，such as "poppers" (atny! nitrate or 
mUile) 

• ir you ajt: allergic lo anylhing in the VIAGRA lablcl. 


BEFORE YOU START VIAGRA 

Tell your doctor if you have or ever had: 

• UcarL ill Lack, abnormal hear 化 cals，or stroke 

• llciirl problems, such as hcarl faihire, chcsl pain, or aorric valve 
narrowing 

• Low or high blood pressure 

• Severe vision loss 

• An eye cond ition called retin itis pig men tos 。 

• Kidney or I iver problems 

• Blood problems, such as sickle ceJJ anemia or leukemia 

• A deformed penis, PeyroDie^s disease, or un creclion lhal liislccl 
inure than 4 hours 

• Stomach uleers or any kind of bleeding prob]ems 

Tefi your doctor about all your medicines. Include over-the-counter 

medkine 、 vitamins, and herbal products. Tell your doctor if you 

lake or use: 

■ Medicines culled alpha-hlockers to treat high hjood pressure or 
prosUUc problems. Your blood pressure could suddeniy get 阳 u 
low. You could get di 哪 or faini, Your doctor may start you on a 
lower dose of VI AGRA. 

• Me 山 dnes called pralease hhibilois for ! 11V, Your doctor may 
presciibe a 25 jng dose. Your doctor may limit VIAGRA to 25 
mg in a 4g-hour period ， 

• 打 iher methods to cause ercclions. These include pills, injections, 
[inplunU. or pumps. 


/^SSIBLE SIDE EFFECTS OF 川 AGRA 

Side elTecls arc mosilly mild lo moderate. They usually go away afl 灯 

a few hours. Some of these are more iikely to happen with higher tlosein. 

The most common side effects are: 

• Headache * Feeling Jlushcd • UpscL slomacb 

Less common side effects are: 

• Trouble idling blue and green or seeing a blue Unge on ihings 

• Eyes hdng more 祀 nsitive to li 狂 liL • Bhirred vision 

Rarely, a small number of men taking VIAGRA have 

reported these serious events: 

• I liivitig an erection lhal lasts more 化 an 4 hour 肖， If I he erection is 
not Lrealed righi away, loi] 各 -teirn loss of potency conk) occur. 

• Sudden decrcasH ： or loss of sighl in one or both eyes. We do noi 
know if these events are caused by VIAGRA and meUiciiies like 
il or caused by other fiiclors. They miiy be caused by condilions 
like high blood pressure or diabetes. Tf you have sudden vision 
changes, slop using VIAGRA and all medicines like il. Call your 
doctor nghl away. 

• Sudden dec 比 asc or loss uf hearing. We tlo not know if these 
events ate caused by VrAGRA and medicines jike it or caused 
by other factors. II’ you have suddeu hearing changes, slop using 
VlACrRA and ill I medicines like iL Call your doctor right away. 

• l leiii l aliack ， stroke, irregular hcaribcals, and death. We do not 
know whether these events are caused by VIAGRA or caused hy 
other factors. Mosl of llicsc happened in men who alreatly had 
hciiri problems. 

If vou have any of these pmbJems，stop VIAGRA. Call your doctor 
Wii t away. 


/IhOWTO TAKE VIAGRA 




Do: 

• Take VIAGRA only I he wi]y your doclor lei Is you. VIAGRA 
comefY in 25 mg* 50 mg, aa<l JOG mg tablets. Your doctor will tel) 
you how much to take. 

• If you are over 65 or have serious liver or kidney problem、your 
tlocior may start you al llie lowesi dose (25 mg). 

• Take VIAGRA about J hour befoje y 训 wan I id have sex, 
VIAGRA sliirls to work in about 30 minuiesi when you are 
sexually excited. VIAGRA lasts up to 4 hours. 

Don't: 

• Do nol take VIAGRA more than once a day. 

• Do [loL lake more VlACiRA Ihwi your doctor iclls you. If you 
Uiiuk you need more VIAGRA, uilk with your doctor. 

Do [lot 占 tan or stop any other medidties before checking with 

our doctor 


NEED MOSE INFORMATION? 

• This is only :i summary oJ: imp 加 anl InforinaLion. Ask your 
doctor or ph arm ad 引 Ibu complete protlucL [nroniialioii OR 

• Go lo www.viagraxom or call (888) 4-VI AGRA (484-2 斗 72) ‘ 


Urunsiired? Hoed help paying for Pfizer medicine? Pfizer 
has programs that can help. Call 1-866-706-2400 or visit 
ww w.Pfize rHel pfu lAnswersxom* 
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HASTA LA VISTA, 
POWER-HUNGRY TVs 

California is set to outlaw flat-screen models that soak 
up energy. Manufacturers and merchants are fuming 


By Cliff Edwards 

How green is your TV? If you're like 
most people, you have no idea how 
much energy your television uses, 

Yet as screens have grown bigger in 
recent years, the amount of electric¬ 
ity gobbled up by TVs has soared. The 
trend worries some regulators and 
utilities* They say big-screen energy 
hogs are taxing the power system 
and consumers are unwilling to buy 
energy-efficient sets since they often 
cost several hundred dollars more, 
California plans to force the issue. 

As early as Nov* 4, the state is expected 
to set new guidelines that would 
require retailers by 2011 to sell only 
sets that consume about a third less 
power than they do today. Manufac¬ 
turers and retailers say the new rules 
could force them to pull large-screen 
plasma TVs and many other models off 
store shelves. But California’s Energy 
Commission says it's confident manu¬ 
facturers wiiibe able to retool their 
products to meet the deadline and that 
tighter standards are necessary. 


The cost to power a big-screen TV 
may not seem high for one family, A 
42-inch plasma model turned on for 
the average 4.5 hours a day uses about 
$4*50 in electricity a month, or $54 a 
year. But the extra de¬ 
mand adds 叩 ac 阳 ss 
millions of homes. "If 
we did nothing, we'd 
be looking at 38 mii- 
lion people [doubling 
TV] energy usage in 
the state by 2020," 
says Adam Gottlieb, 
spokesman for the 
Energy Commis¬ 
sion. The commis¬ 
sion figures the new 
standards, which are 
backed by Governor 
Arnold Schwarzeneg¬ 
ger, would conserve 
enough electricity by 2013 to power 
about 864,000 homes annually. 
Consumer electronics companies 
and retailers are up in arms over Cali¬ 
fornians proposed rules. They say that 


THE BIG ENERGY 
PICTURE 

Just how much power do 

TVs consume? 

SET TYPE 


30-in- CRT 

101 watts 

42-in, LCD 

204 watts 

42 - 111 . PLASMA 

271 watts 


Data: California Energy Carr mission 


NEW BUSINESS 


Oaktadd Wa l-yart: adding new techno!- 
Will new rules in ogy to lower energy 

号 • 化 mia cause consumption on TVs 

shoppers to buy 

in other states? wiU fOfCe themto 

raise prices. That 

could stop consumers from buying new 
TVs or send them to the Internet to 
purchase sets from out of state. In addi¬ 
tion ^ the California mandate may force 
TV makers to cut back on new features 
that require additional energy, such as 
the ability to surf the Web from the TV. 
"Imposing arbitrary limits deprives 
the consumer of buying the television 
they want, at a price that's affordable to 
each individual,，，says Douglas Johnson, 
senior director of technology policy for 
the Consumer Electronics Assn* 

"SLEDGEHAMMER OF REGULATION" 
Jolinson 扫 ays consumers should be able 
to decide whether they want energy- 
efficient televisions or not, just like they 
do with automobiles. He points out that 
electronics companies already offer 红 
wide variety of energy-saving products. 
Many consumers do opt to buy sets that 
meet the Energy Star standard, a federal 
gauge of energy efficiency that is volun¬ 
tary rather than mandatory* In fact, 98 
out of the 100 best-selling televisions at 
retailer Best Buy meet the Energy S tar 
standard, "The commission is working 
with one tool in its toolbox, and that 
the sledgehammer of regulation," John- 
son says," Wfe think there are other ways 
of supporting energy 
efficiency-" 

Still, gadget-lov¬ 
ing shoppers should 
be on notice: Big- 
screen TVs may just 
be the start. Gottlieb 
says regulators could 
impose new power- 
consumption rules 
for digital video 
recorders, game 
consoles, Bill-ray 
players, and other 
gizmos. The reason, 
he says, is that elec¬ 
tronics are gobbling 
up an increasing amount of electricity^ 
adding up to 辽 s much as 10% of the 
average home's electric bill. Big-screen 
televisions, Gottlieb says, are just "the 
low - hanging fruit." IBWl 
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THE MOST COMPREHENSIVE GAUGE 
OF U.S. ECONOMIC ACTIVITY IS BROKEN. 

BY OVERLOOKING CUTS IN RESEARCH AND DEV 扎 OPMENT ， 

P 閒邮打 DESIGN, AND W 邮 KER TRAINING, 

GDP IS GREATLY OVERSTATING 

THE ECONOMY'S STRENGTH 


By Mlchaef f^andel 


这 


Here's a riddle: If a scientist or engineer is laid off, does it 
affect gross domestic product? 

As this story is being written, most economists expect the 
third-quarter GDP statistics, to be released on Oct. 29, will 
show a growing U.S. economy, breaking a string of four con¬ 
secutive negative quarters. A Bloomberg survey pegs the an - 
tidpated annualized growth rate at 3,2 吼 ， a figure that would 
be the liighestin two years. 

This number will likely be greeted as a sign the 
recession is over. What's more, a rise in GDP, com ¬ 
bined with a sharp fall in employment in the third 
qiiarteij will imply that productivity also soared 
during the period. Good news, right? 

The trouble is that those GDP and productivity 
growth figures could be significantly overestimat¬ 
ed—perhaps by one percentage point, or even more. 

That's because the official statistics inostJy over¬ 
look "intangible investments'' such as business 
spending on research and development^ product design, and 
worker training. There's ample evidence to suggest that com¬ 
panies, to cut costs and boost short - term profits, are slash - 
ing this kind of spending, which is essential for innovation. 
Without investment in intangibles, the U-S. can't compete in 
a knowledge-based global economy. Yet you won't see that 
plunge reflected in the GDP and productivity statistics. 

In effect, government statisticians are trying to track a 21st 


century bust with 20th century tools. Not only is that distort¬ 
ing the critical data that investors, policymakers, and corporate 
executives use to evaluate the economy, it might also be creating 
a false sense of relief as Americans battle a bmtal recession. 

FRAGMENTARY DATA 

Here'S a sobering sign that companies are robbing the future 
to pay for short-term profits: Over the past year, U.S. employ¬ 
ment of scientists and engineers—the people who 
create the next generation of products and make 
America more competitive over the long term — has 
fallen by 6.3 辄 , according to a Business Wfeefe tabula¬ 
tion of unpublished data. Yet overall employment 
lias fallen only 4.1^^ (chart }• "There are really bright 
people who are struggling to find a job," says Josh 
Albert, managing director at Klein Hersh Intema - 
tional, an executive search firm for life scientists. 
That's a big problem, because the output of such 
well-educated workers has become an increasingly impor¬ 
tant part of the U.S, economy in recent years. New research 
by Carol Corrado of the Conference Board and Charles Hulten 
of the University of Maryland, to be presented at the annual 
meeting of the American Economic Assn, in January, suggests 
intangible bminess investment came to roughly $1.6 trillion 
in 20 07, compared with roughly $1.2 triUion spent on tangible 
assets such as machinery and buildings. In 1995 the two were 
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roughly equal. Going back even further, tangible investments 
in 1985 were about 40% larger than intangibles. 

The Bureau of Economic Analysis, the government agency 
that compiles the GDP 行 gures, is taking steps to deal with 
the new realities. Software has been treated as investment 
since 1999, and the BEA plans to include R 及 D in the official 
GDP statistics in 2013, four years from now. But the agency 
acknowledges that other areas of intangible investment still 
need to be worked into the numbers. "We think it's important 
not to ignore the fact that R 及 D is only part of broader innova¬ 
tive activity," says BEA Director J, Steven Landefeld. For now, 
though, the U-S-is navigating through the downturn with 
fragmentary information. 

While the statistics do 打 't account for it, there's good reason 
to suspect intangible investments are falling. Companies are 
under pressure to cut costs by reducing 跃及 D expenditures and 
deferring other crucial intangibles, notes Hulten. "Because 
these are expensed, it looks like a pure win," he says. "You 
are not seeing the benefits of the intangibles in the financial 
statements—only the costs^ 

SCARCE VENTURE CAPITAL 

At the same time, companies, especially those in the phar¬ 
maceutical industry, are offshoring more research to China, 
India, and elsewhere. And plain old fear is paralyzing some 
companies, says Michael 反 . Englund^ chief economist at Ac¬ 
tion Economics in Boulder, Colo ‘ They don't want to commit 
to costly investments if the economy remains weak- 

One clear-cut sign that GDP growth is being overestimat¬ 
ed: the sharp drop in venture capital investment, which goes 
directly to new businesses. VCs invested about $12 billion 
in the first three quarters of 20 0 9, barely half the $22 billion 
piunked down during the first three quarters of 2008. Some of 
this shortfall would have been spent on computers and other 
physical equipment, which would have been picked up in 


GDP, But most of the drop in VC 
money would have 呂 one to pay 
for scientists, engineers, and 
new product development¬ 
al! valuable intangible invest¬ 
ments that show up nowhere 
in the published stats. 

Similarly, many companies 
have taken a deep ax to their 
reported R 及 D spending, which 
also doesn’t show up in GDP 
{chart), Alcoa, in a 打 effort to 
preserve cash, reduced its R&D 
spending by 3 6 吼 in the third 
quarter of 2009, compared with 
a year earlier, "It’s a matter of 
focusing on your priorities," says 
Alcoa spokesman Kevin Lowery- 
"We surprised people by an- 
nouncing a profit [last] quarter," 

Texas Instruments, meanwhile, 
expects to spend $1 .弓 billion on 
R&D in 2009, down 20 帮 from 
2008, owing to workforce re¬ 
ductions and cost - control efforts. And Johnson 及 Johnson has 
reduced its R 及 D by 13% over the past year. 

Adding to the uncertainty, companies report their R&D 
only on a global basis, not broken out by country. Asa result, 
even though some companies are adding to their R&D spend¬ 
ing, there’s no way to know how much of those increases are 
taking place in the U. S- (Anew survey of business R&D by the 
National Science Foundation^ now under way, will help an¬ 
swer some of these questions, with the first results expected 
in mid-2010*} 

The stimulus package passed in February 出 d include extra 


THE PROBLEM WITH THE NUMBERS 

Reported GDP jumps ahead of jobs", ...but the GDP stats don't count R&D cuts or tost jobs for knowledge workers 
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SELECTEO COMPANIES THAT HAVE CUT 
R&D SPENDING OVER THE PAST YEAR 
PERCENT CHANGE IN RAO SPENDING* 


PERCENT CHANGE IN EMPLOYMENT* 
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a product 
development 
engineer, was lei 
go by Autoliv 


government funds for R 及 D* How¬ 
ever, even with this bump, a just - 
released analysis by the Democratic 
Leadership Council suggests total 
real spending on U- S. R&D is falling 

for the second straight year, as the business sector cuts back. 

To get a handle on the changes in intangible investment, 
let’s focus on the labor market for knowledge workers. It，s 
not a pretty sight. In the manufacturing sector, nonproduc¬ 
tion jobs—which include engineers, scientists, and other 
knowledge workers—declined at a 7‘6 邮 annual rate during 
the third quarter, almost twice as fast as the loss of produc¬ 
tion workers. The disparity is particiilariy acute in such key 
industries as computers and electronic products, transpor¬ 
tation equipment, and chemicals. In the chemical industry, 
which includes pharmaceiiticalSj the nonproduction work¬ 
force is being reduced three times faster than the ranks of the 
production workers. 


NEGLECTING MEW PRODUCTS 

"The job 而 arket just dried up like you wouldn’t believe," 
says Craig Eyermann, a 4l-ye&r-oldmechaiiicai engineer in 
Phoenix who was let go from his job at TRW Automotive in 
February 2009. Besides his master's degree in engineering, 
Eyermaan also has an MBA, can write 
(he rims the Political Calculations blog), 
and has experience in a variety of Indus- 


over the past several months, as the work upon which they 
were based has failed to materialize." 

One big problem not reflected in the GDP statistics is that 
companies are retreating from development of newproducts, 
especially in stressed industries. Richard Shellabarger, 59, 
was a product development engineer in Auburn Hills, Mich,, 
for Autoliv, a Swedish - American maker of seat belts and air 
bags based in Stockholm- Before being let go in February he 
was working on the "next generation airbag/' "I was trying to 
anticipate what the customer needed," he says. In retrospect, 
Shellabarger worries that product development wasn’t a good 
place to be in a downturn - "I suppose if you are looking to cut 
personnel, you don't want to short an area where you are de¬ 
livering to customers right now," he reflects. 

Shellabarger former employer, Autoliv, cut its global re - 
search, development, and engineering staff by 10 帮 from the 
third quarter of 200S to the third quarter of 2009. The main 
reason for the job decline was a reduction in the contract work 
Autoliv did for automakers, according to Mats Ckima 打 ， the 
vice-president for corporate communications. "As a result 
of the crisis, [autoniakers] said, 'We，re not going to develop 
many new models/There is a lag effect here, and that is catch¬ 
ing up now for us ‘" At the same time, Autoliv cut its own R 及 D 
budget by 20 吼 in the first nine months of 2009, compared 
with the same period in 2008, 

Shellabarger has a bachelor's degree in mechanical en¬ 
gineering technology. But even a PhD in organic chemistry 
didn't protect Shawn Kerrick from losing his job in April at 
Eastman Chemical in Kingsport ^ Tenn‘ "I was the only PhD in 
my area of the company/* says Kerrick, 斗 3. A richer pedigree 
"puts a target on your back," he says, 

R 及 D isn't the only type of intangible investment that seems 
to be declining- U‘S. companies spend an enormous amount 
on worker training—$134 billion worldwide—but they have 
been cutting back. The drop started in 200 8, when employers 
reduced their per-worker "learning expenditures" by 3.8 视， 
according to the American Society for Ttainin 呂及 Develop¬ 
ment, No data are available for 2009, but "from anecdotal 
evidence, obviously there's a lot of cutback," says Pat Gala- 
gan, executive editor of publications. 

Ideally, a big burst of training would occur during a period 
of creative destruction such as this so that people can acquire 
the skills needed for the jobs of the future. The problem is how 
to pay for that training, since unemployed people don't dare 
spend money on long-term training when they're worried 
about short-term survival. 

On a positive note, some alternate sources of training are 


A BURST OF RETRAINING SHOULD ACCOMPANY 凸 


tries, including aerospace and transpor- 

tation* Despite his skills, the job search PERIOD OF CREATIVE DESTRUCTION, BUI COMPANIES 

has been difficult* Says Eyermann: - 

"There have been a very large number HAVE LIKELY CUT BACK ON W 邮 KER TRAINING 

of job postings that simply evaporated _ 
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emerging. Autodesk, maker of Auto - 
CAD, has started allowing unemployed 
architects, artists, designers, and engi¬ 
neers to download free student versions 
of many of its products to help them 
keep their skills sharp while they're out 
of work ‘ "Just fill out a form and say 
you,re unemployed," says Ken Bado, 

Autodesk’s executive vice-president for sales and services. 
So far, Autodesk says it has about 11,000 participants, who 
also receive free or greatly discounted classroom training on 
using the software. 

Governments, too, are stepping up funding of training. 
Stony Brook University^ part of the State University of New 
York, recently tapped federal stimulus funds to begin train - 
ing displaced finance professionals for certi 丘 cations in fields 
such as project management." People were banging down our 
doors," says Patricia Malone^ director of corporate training 
and education at Stony Brook. "We were able to accommo¬ 
date an unbelievable amount of people in a very short time. 
The bad news is, we ran out of money very quickly." 

A COMING REVIVAL? 

Measuring intangible investments such as business R 及 D and 
worker training isn’t easy—which is one reason why govern^ 
ment statisticians haven't yet done it. But including such 
expenditures could make a big difference in the way compa¬ 
nies, investors, and others understand the economy ‘ Let's do a 
back-of - the ， envelope calculation. In the four quarters ended 
last June, business spending on tangible invest ment s—equip¬ 
ment and structures—as reported by the BEA fell by about 
20 卿 -If intangible investments had dropped at the same rate, 
it might have knocked an additional 1.5 percentage points off 
the —3-8 师 GDP growth rate. If intangibles fell by only 15%, 
that might have taken 1 percentage point off GDP growth. 
(These calculations require making heroic assumptions about 
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nonproduction workers". 
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price changes and other difficult-to-observe figures, so they 
should be treated as very rough estimates.) 

Since manufacturers are still cutting nonproduction work¬ 
ers, there’s a high likelihood that intangible investment was 
stili plunging in the third quarter ‘ That suggests GDP and pro¬ 
ductivity growth in the third quarter could be overstated by 
one percentage point, and perhaps more. 

Will intangible investments revive soon? Albert of Klein 
Her 纯 notes that some companies are starting to lure biologists 
again* "It’s the beginning stages of commitment to discovery/^ 
he says. But that uptick is likely to be negated by two massive 
mergers in the pharma sector, which will result in huge layoffs 
and cuts in R&D spending. The hookup of Pfizer and Wyeth 
closed on Oct. 15, and the merger of Merck and Schering- 
Plough is expected to close sometime in tlie fourth quarter- 
Another major trend that will affect intangible investment 
in the U.S •: outsourcing of R 反 D to China, India, and other 
countries, "Companies want us to recruit foreign nationals 
from the U‘S‘ to work overseas," says Albert. In effect, more 
and more of the global R 及 D dollar is being spent abroad, so 
imports of R&D are increasing. 

This shift in intangible investment is also not well tracked 
by the GDP statistics, although it obviously will depress em¬ 
ployment of scientists and engineers in the U-S. But the eco¬ 
nomic impacts are murky- Corporate executives have argued 
that shifting R 及 D to China and India benefits the U.S* by im¬ 
proving the efficiency of the research process. If you can pay 
two trained scientists in China the same amount as one in 
the U.S*, they say, you can get twice 
as much research output. However, if 
U.S.-based companies are doing their 
research and product development 
overseas, and their production there 
as well, it，s tough to see how ordinary 
workers in tlie U.S- will gain. 

But that^s another story. For now, 
it's enough to note that the difficult 
environment for knowledge work¬ 
ers means the GDP statistics are 
sending too rosy a message about 
the economy. And as the old saying 
goes, "If you can^t measure it, you 
can't manage it." Until that situation 
improves, it's going to be difficult to 
know if the U.S. is really on the road 
to recovery* IB 阳 1 
-With Peter Coy in New York 
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Georgia's financial crisis is 
making accidental heroes out 
of people like Jim Edwards. The 
44-year-old Edwards is CEO 
of United Bank, a small, faiii'- 
ily-controlled outfit based in Griffin, about an hour's drive 
south of Atlanta. Late last year he began to turn United's 
sleepy headquarters into a hotbed of dealmaking, at least 
by the standards of suburban Georgia. At the invitation of 
regulators^ Edwards in December took control of First Geor¬ 
gia Community Bankin Jackson, one county to the east. Last 
month he acquired First Coweta Bank, 45 minutes to the west 
of Griffin, making United the only bankin the state to buy two 
failing neighbors. 

Edwards emphasizes that the deals were no thin 呂 more than 
opportunities to expand at bargain prices. But they were also 
acts of public service, if unintentionally. United’s arrival in 
Jackson and Coweta reassured frightened depositors, kept 
most bank employees in their jobs, and made it possible for 
two institutions that had lumbered along for months as vir¬ 
tual zombies to resume lending to good customers, "It was 
really stressful for employees and customers," says Edwards, 
"They really welcomed us*" 

Regulators need many more people like Edwards to help 
cleanup America，s bankin 县 mess. While some big lenders are 
returning to profitability, the Federal Deposit Insurance Corp. 
and other government agencies are still very much in crisis 
mode. Some 106 banks have failed in the past year across the 
U.S ‘， and 416 others are on the government's watch list. 

With its cash reserves depleted from all the recent sei¬ 
zures, the FDIC is desperately looking for healthy banks to 
buy troubled ones, or at least some of their assets. If it can’t 
fill 过 buyers, it will be forced to shutter banks and write checks 
to depositors for up to $250,000 apiece. That requires mas¬ 
sive outlays; it could also lead to years of economic stagnation 
in the affected regions, with capital - starved businesses and 
consumers competing for scant loans. 

Nowhere is the task before regulators more difficult than in 
Georgia ‘ California and Florida may garner more headlines, 
but the Peachtree State is the Bank Failure Capital of America, 
accounting for 20 of the nation's 106 blowups. By one com¬ 
monly used measure, the so-called Texas ratio of bad loans to 
total assets, 49 other Georgia banks, about one in six, are in 
imminent danger ‘ 

Georgia leads the nation in bank failures partly because it 
has so many banks: There’s one for every 29,000 citizens, 
among the highest concentrations in the U,S- An antiquated 
law in place until 1996 protected local Georgia banking mo¬ 
nopolies by making it difficult fora lender based in one of the 
state's 1 日 9 counties to open a branch in another* As a result, 
Georgia has always been glutted with small banks: Despite the 
recent failures, the state still has 309 of them. 

Yet most of Georgians problems are limited to a 50-mile 
radius around Atlanta, a region now known to regulators. 
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THE CIRCLE OF DEATH 


Georgia banks irt 2009 that were: 
y SOLD TO 饥 HER BANKS ^ CLOSED 

1 ^Bmk 

2 Georgian Bank 

3 Omni National Bank 

4 Silvertorr Bank, NA 

5 Neighborhood Community Bank 

6 First Coweta Bank 

7 Community Bank of West Georgia 
S American Southern Batik 

9 Securitv Bank of North Metro 

10 Securitv Bank of North FuHon 

11 Securitv Bank of Gwinnett County 

12 American United Bank 

13 First Piedmont 

14 Freedom Bank of Georgia 

15 Security Bank of Jones County 

16 Security Bank of Bibb County 

17 Security Bank of Houston County 
Ifl FirstBank Financial Services 

19 FirstCitv Bank 

20 Soytherf^ Commurtitv Bank 

Data: FDIC 




bankers, and realtors as the Circle of Death. Like other Sun*- 
belt areas—Las Vegas, Phoenix, and the Florida coast*the 
Atlanta suburbs got swept up in the building boom of the early 
and mid -2000s ‘ But the banks inside the Circle of Death were 
more reckless than most. 

Anxious to make loans and starved for cash, these tiny 
banks used a common but little-known tool known as "bro¬ 
kered deposits" to attract out-of-state money ‘ Brokered 
deposits come in a variety of forms, but usually they're 
short - term certificates of deposit. In a typical transaction, 
an independent broker connects a bank with a wealthy in - 
vestor or institution seeking a high rate of return on cash 
and FDIC protection^ having gone over the $250,000 limit 
at other institutions* The bank pays the brokers for their ef¬ 
forts, Many deals take place via electronic marketplaces such 
as QwickRatexom. 

The trouble with brokered deposits is that they let banks 
grow more quickly than their managers can handle. They're 
also riskier than iocal deposits: Because owners of brokered 
deposits have no personal relationship with the bank {no 
tellers greeting them by name or asking about their kids}, 
they're likely to flee at the first sign of trouble or offer of a 
better deal. 

Brokered deposits helped turn the Atlanta regionbuild¬ 
ing boom into a banking boom. Old institutions expanded and 
new ones mushroomed: Regulators approved 112 new charters 
from 2000 to 2007, At some of the banks, brokered deposits 
accounted for upwards of 50% of their total * 。肝 was very easy," 
says Edwards- "All you had to do was get on the Internet," 

For a while it seemed as though almost anyone could 
scrape together some capital and open a bank in the Atlanta 



14 




18 




16 






suburbs, Lawrence White, an economist at New York Uni¬ 
versity, saw a similar pattern when he was a bank regulator 
involved in the savings-and-loan cleanup in the early 1990s. 
White says brokered deposits aren’t bad per sebut adds that 
"any time you see an organization grow very quickly, you 
have to worry ‘" 

HOW T 。 "It's like a crowded escalator at the airport," 

PLAY IT says Joe Bra 打 nen, president of the Georgia 

⑩ 62 Banker’s Assn., a trade gr 加 p. "If it stops sud - 

denly, then everybody falls," 

WILLPOWER AMD OPPORTUNISIUi 

Stretched out over an armchair in United's two-story brick 
headquarters, picking through one of the paper cups of boiled 
peanuts handed out during a recent Customer Appreciation 
Day, Edwards reflects on his bargain purchases of the past year, 
"I don't want it to sound like we're some kind of geniuses," 
says the third* generation banker, "My dad always told us not 
to think we were smarter than everybody else." The Edwards 
clan knows about opportunism: In 1990, when Jim’s father, 
Joe, and uncle. Bill, ran the bank, they bought the building 
that's now United's headquarters for a pittance from a failed 
S 忽 L. Their father, Joel, ran the bank before 化 at. 

The town of Griffin is a bit too far south of Atlanta to have 
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been caught up in the real estate boom. While the surround¬ 
ing farmland is pocked with new subdivisions, malls, and 
a seeming oversupply of Dollar General stores, downtown 
Griffin looks just as a Yankee visitor would expect, its wide 
main thoroughfare lined with towering shade trees and 
stately old homes* 

Jim Edwards, who graduated from Emory University in 19S7 
and received his MBA from the University of Virginia in 1993, 
has long resisted the temptation to expand as quickly as some 
of the other banks inside the Circle of Death. While those in¬ 
stitutions relied heavily on brokered de¬ 
posits, United steered clear. Last winter 
that willpower started to pay o 任 . 

In December, First Georgia Com- 
打 lu 归 ity Bank, with four branches and 
索巧 7 million in assets, failed. Founded 
in December 1996 and based in Jack- 
son. First Georgia had been under the 
scrutiny of state and federal regulators 
for years. By 三 006 about 50% of the bank's deposits were 
brokered, much more than the 20 耶 to 30 耶 level that regula¬ 
tors consider a red flag. Moreover, roughly half its to tal loans 
were to developers and construction companies, a worri¬ 
some concentration. As the real estate bust worsened, fed¬ 
eral and state regulators pushed the bank into receivership. 

At his office in Griffin, United's Edwards got an e-mail 
from the FDIC saying First Georgia's deposits and assets 
were up for bid. Edwards was intrigued for several reasons. 
United was in growth mode, opening new offices in 2004 
and 2007. Being so close to Griffin, Jackson was one of the 
towns in its sights. And the price was right: United walked 
away with First Georgia's deposits for 88 史 on the dollar. It 
also got the option to buy any of First Georgia's loans at face 
value*it grabbed $60 million worth—and leave the others 
for the FDIC to deal with. 

Nearly a year later those bad loans, many of them made to 
finance convenience stores and real estate development^ con¬ 
tinue to be a strain on regulators, "It just got too big, too fast/* 
says Edwards. Unitedis still renting office space at the Jackson 
branch to FDIC operatives working through the mess. 

Yet First Georgia wasn't the Circle of Death's worst disaster. 
First City Bank, basedin Stockbrid 呂 e, about 30 miles northeast 
of Griffin, was so rancid by the time potential buyers took a 
sniff that they pa^jsed on everything — even the healthy 

Stockbri 过 ge is in Henry County, just on the outskirts 
of Atlanta. An easy commute to downtown or to Atlanta's 
Hartfiel 过 -Jackson Atlanta International Airport, Henry 
County enjoyed phenomenal growth during the boom. The 
crash has been correspondingly bmtaL Edwards says he has 
heard bankers with plenty of their own problems joke: "We 
may have made a lot of bad loans, but at least we didn't lend 
in Henry County." 

FirstCity was a bubble bank like few others. In 2001 a 
group of local investors including David Everitt, a mort¬ 
gage broker, bought the charter of the 94-year-old Bank of 
Gibson, moved the bank's headquarters to Stockbrid 呂 e, re¬ 
named it FirstCity, and devoted the enterprise almost com¬ 
pletely to making loans to local builders. By the end of 200S, 


First City's assets had soared fifteenfold, to $285 million. The 
bank, run from an office in a ma!l, supplemented its small 
base of local deposits with a generous helping of out-of- 
state money. At the peak, brokered deposits accounted for 
67% of First City，s capital. 

Everitt , 过 former chairman of the bank, says FirstCity for 
years had more business than it could handle. But the real es¬ 
tate bust was so sudden and so devastating that loan demand 
dried up overnight and defaults surged. "It shocked all of us," 
he says. Everitt claims he lost $6 million in the collapse. 


When banking authorities invited Edwards and others to 
evaluate FirstCity, he took only a quick peek before passing- 
Unable to find any bidders, regulators were soon forced to 
shutter FirstCity and send checks totaling about $100 million 
for insured deposits to the bank's customers. Two other failed 
Georgia banks have proven similarly unappetizing to healthy 
banks, resulting in government payouts of about $1 -日 billion. 

Edwards wasn't finished trawling for bargains, though. In 
September he bought Newnan-based First Coweta Bank for 
$167 million. First Coweta’s story is classic Circle of Death: 
A small community bank grows in a hurry on real estate loans 
and brokered deposits, then crashes. In June regulators issued 
a cease and desist order, giving the bank 60 days to clean up 
its loans and raise new capital—an 过 barring it from taking new 
brokered deposits or making loans, even to good customers, 
Edwards thought there was a decent business amid the 
wreckage. Regulators asked him and other potential bidders 
to examine the books discreetly: They slipped into the branch 
through the back door, having been instructed not to wear 
clothing bearing bank logos. "They wanted people to think 
you were an auditor or some thing/，says Edwards. 

Regulators, increasingly eager to sell ailing banks, were 
offering attractive terms. In addition to buying First Cowe- 
ta's deposits at a discount, United grabbed ali of the bank's 
妾 105 million in loans under a "loss share" deal: The FDIC 
agreed to eat the first 80 吼 of losses on those loans, while 
Unitedis on the hook only for the remainder, 

Dennis Trimper of the FDIC^s 
Dallas office spearheaded the Friday 
night seizure and turnover. After 
the branch closed for the evening, 
he brought Edwards and his team 
into the branch through the back 
door. They quickly began poring 
over the books. "He was there with 
about 80 people from the FDIC, and 
they went right to work basically 
auditing the bank, so you knew ex¬ 
actly what you were getting when 


A 邮 I 执 PEEK WAS ALL EDWARDS HEED 扣 TO TAKE 
A PASS ON TROUBLED FIRSTCITY BANK . 阳 THE END, 
NO ONE WOULD TOUCH EVEN ITS HEALTHY ASSETS 


19 % 

Percentage of U.S. 
bank failures tn the 
past year that took 
place in Georgia 

Data: FDIC 
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LOOKING FOR A SAVIOR 

The bad news for the FDIC and the Georgia 
economy is that Edwards is done making deals 
for a while. Integrating the new branches, 
employees, and assets is consuming all of his 
time, "I can，t say if something came along we 
woiildn^t take a look at ithe offers while cruis¬ 
ing in his 11-year-old black Mercedes from 
Newnan to Griffin >" But for now ! think we have 
enough on our plate," 

That means bankers like Pat Shepherd 
will have to find rescue elsewhere. Shepherd 
is a founder and CEO of Bank of Georgia, in 
Peachtree City, which lies between Griffin and 
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you opened for business on Monday," says Edwards, "I don't 
think he 日 lept all weekend, which is pretty amazing fora gov* 
eminent employee/, Trimper declined to connnent, 

A sweet deal for Edwards was even sweeter for employ¬ 
ees: Of the 40 or so employees of First Coweta, all but five 
are still with the bank- "I don't think we could have gone out 
and handpicked a better acquirer," says Harold McCoy, vice- 
president of retail lending at First Coweta, now United. 

Unitedbeinga family bank, it put John Edwards, Jim’s cous* 
in, in charge during the transition, folin, 49, is United's chair¬ 
man. {Two other Edwardses work for United: Jim's younger 
brother, Chris, is the chief information officer, while John's 
older sister, AUie.isa lawyer,) John, beefier than Jim and a bit 
more blunt, has done a good job of bringing First Coweta into 
the United fold, say employees. One customer^ Unity Baptist 
Church, faced the prospect of losing part of a construction 
loan that had been arran 县 edby First Coweta* When United 
took over, John Edwards set up a meeting with the church, 
"He looked me in the eye and told me this was the first loan 
United Bank is going to do here in JSTewnan," says Carey Jack- 
son ^ 日 4, a deacon at the church. 

Saving two comniuiiity banks has bolstered Jim Edwards' 
reputation in the Atlanta suburbs," He，s the man on the white 
horse," jokes Brannen of the Georgia Banker's 
Assn* "He shows up and people say, 町 h, thank 
God, it's Jim—'" 


Newnan- It's headquartered in a new and nondescript office 
park just off a highway that's lined with competitors: Re¬ 
gional giants BB 及 T and Siintnist are just around the corner 
from Bank of Georgia, while rival Delta Credit Union is a few 
miles up the road* 

In 1999, Shepherd, an e 耐 sive and informal career banker 
with salt-and-pepper hair, hooked up with some other in¬ 
vestors, amassed an $11 million grubstake, and opened Bank 
of Georgia. Building loans were soon fueling fast growth: 
Between the end of 2003 and this June, the bank's assets 
more than doubied, to $448 million, with over 85% of its 
loans in real estate. 

Now Shepherd, an avid duck hunter, is fighting to save his 
bank. In August the FDIC and the Georgia Banking 及 Finance 
Dept * placed First Georgiaimder a cease and desist order* After 
that, says Shepherd , 化 was hard to overcome the impression 
among locals that "y'all are going down in 60 days." 

Shepherd says he，s optimistic about the bank's survival but 
admits his efforts to attract new capital haven't yielded much. 
He has tried without hick to sellbonds and has talked with pri¬ 
vate equity firms about acquiring a stake* As for healthy insti¬ 
tutions that might be interested in buying his bank outright, 
he says: "In Georgia, there are 打 ， t a whole lot of them." I 百 W I 


Walking Wounded 

The Georgia banks that weathered the collapse of the 
housing market could yet be knocked out by losses on 
commercial property loans, wrote Paul Don sky in the 
Atlanta Joumaf-Constiti 地 on on Oct. 17+ One sign of 
trouble: In Atlanta, the retail vacancy rate has risen by 
almost 50 师 in the past two years, Donsky reported 


To view the story, go to http://bx.businessweek-com/ 
banking-ind ustry/refere nee/ 
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YOU SAY OBSESSIVE LIKE ITS A BAD THING. 

Actually, obsessive behavior led us to some very good things. Like radar technology that monitors and alerts 
you when the sensors detect vehicles in front of you, behind you and in your blind spots* And hands-free, 
voice-activated SYNC** that gives traffic reports, directions and can actually read your text messages out loud ‘ 

We speak car. We speak innovation. 


tN 下 RODUCING THE ALL-NEW 

TAURUS 





046 


President Barack Obama and Defense Se 灯 etaxy Robert M. 
Gates want to leave the Cold War in the past—finally—and 
reshape the ILS, military into more of a counterinsurgency 
force. They have made reforming weapons acquisition a 
major priority, saying that some hardware designed for bat¬ 
tling Soviet armies or other massive foes in vast open-field 
clashes ought to be replaced by lighter, less expensive gear. 
The Administration has pared billions from the budget for 
the Lockheed Martin F-22 fighter, a super-sophisticated 
plane conceived in the 1980s for dogfights against Moscow's 
best- The Pentagon has also reined in a sprawling high*tech 
infantry project called Future Combat Systems that Boeing 


oversees. All told, a half-dozen major weapons systems have 
been eliminated for an estimated savings of more than 交 100 
billion over coming decades. 

But it's 打 ot like military spendingis actually going down* At a 
projected $107 billion for 2010 alone—a 5% rise over this year— 
the Pentagon’s base budget for planes, ships, missiles, and giins 
has grown more than 50% sincelOOO, Reforming and redirect¬ 
ing military procurement always riles members of Congress 
trying to protect jobs in their home districts ‘ Lawmakers are 
teamingup with Lockheed, Boeing, and other defense contrac¬ 
tors to push back fiercely on certain targeted programs, even 
when the Pentagon says it doesn't need the weaponry in qiies- 
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By Ben Elgin 
and Keith Epstein 


Boeing’s C-17 cargo aircraft cost $250 million apiece. 

The Pentagon says it has plenty. But it’s nearly impossible 
for Obama to kill a project that provides jobs in 43 states 
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tion‘ In some areas, organized labor has joined the fight- 

The C - 17 Globemaster offers one illustration of successful 
opposition to the Obama-Gates push for control of weapons 
spending, C-iys are large cargo planes produced by Boeing 
that cost $250 million apiece. They have been used heavily 
since 1993 to transport troops, tanks, a 打 d supplies ‘ Every year 
since 立 006, the Pentagon has said that it has enough C-17s, 
And every year, Congress overrules the military and authoriz¬ 
es funds for additional planes. In 日 ctob 押 the Senate approved 
串 2 ‘弓 billion in the 2010 budget for 10 moreC-iys, which would 
bring the fleet to 215. 

"It's about political engineer¬ 
ing/^ says Mandy Smithberger, 
a national security staff mem¬ 
ber of the Project on Govern¬ 
ment Oversight, a Washington 
nonprofit* "Companies design 
weapons systems to make them 

- dim 邱 tokilL" 

• ] The 貪 -17 by most accounts 
-•‘ '*Jj^"served the Pentagon reliably 
—' ahd 两卻 . The cavernous Globe- 
master is flying in both Iraq and 
Afghanistan. But the real reason Congress wants more of 
them has little to do with military need. Boeing has built the 
C-17's industrial base for political survivability. 

The company has spread inaniifactiiring across no fewer 
than 43 states, C-1 了 production lines employ more than 
30 ,000 workers j many of them relatively well paid by factory- 
wa 掉 standards. Many of those jobs would be at risk if C-17 
work 较 p 口打 d to a halt- 

The 辆 lite House understands the challenge. "The impulse 
in W 論 lington is to protect jobs back home, building things 
■^we don’t need at a cost we can’t afford," President Obama said 



in August in a speech at the Veterans of Foreign Wars Con¬ 
vention in Phoenix. "The special interests, contractors, and 
entrenched lobbyists—they’re invested in the status quo, and 
they're putting up a fight." 

Enthusiasm for the Globemaster crosses political lines, 
"We，re fighting two wars and meeting humanitarian needs; 
we need these plaiies," says Senator Kit Bond (R-MoO- "It is 
a defense industrial-base issue, too* It produces jobs in 43 
states. But that is secondary. We wouldn’t push that unless 


there is a real need/' Boeing's de¬ 
fense business has its headquar¬ 
ters in St. Louis, 

Bond, Senator Barbara Boxer 
{D-Calif.), and 16 colleagues 
began circulating aletter in April 
urging members of the Senate 
Appropriations Committee to 
keep funding the plane despite 
clearly stated objections from 
the White House and Pentagon. 
In California, C-17 production 
employs 5,000 workers at a final 
assembly plant in Long Beach. 

Bond’s fellow Missourian, 
Senator Claire McCaskill, a 
Democrat, however, evinced 
ambivalence in comme 打 ts to the media earlier this year about 
earmarking money for more Globemasters, Boeing noted that 
she 出 dn ， t sign the letter to the Appropriations Committee, So 
the company mobilized to change her mind. 

The aircraft manufacturer convened a strategy meeting 
with local labor leaders in mid-spring at its St Louis offices ‘ 
George C. Roman, a Boeing vice-president for government 
operations, helped lead the discussion . A key challenge de - 
scribed by the Boeing side was the need to shore up waver¬ 
ing support from legislators, including McCaskill, according 
to Robert A. Soutier, president of the Greater St. Louis Labor 
Council, who attended the gathering. 

Shortly after the meeting, Soutier criticized McCaskill in 
the St* Louis media, questioning her support for thousands 
of local jobs. McC 江 skill responded quickly. She defended her 
C-17 bonafides and in May announced she was sending a let¬ 
ter to Obama and Gates emphasizing her backing for the Boe¬ 
ing cargo aircraft. 

Since then, she has showed up at machinist rallies , met Boe¬ 
ing officials, and spoken out forcefully on the plane’s behalf. 
Adrianne Marsh, a spokeswoman for McCaskill, called the 
earlier discord "a misunderstanding" and says the senator has 
advocated the program ail along. McCasldD "believes the 017 
can stand on its own and compete for these dollars based on its 
merits," says Marsh. 

Soutier says that communication has improved between 



Political protection: Boeing 
turned up the heat on 
McCaskill (above): Bond had 
already backed more C-17s 


REFORMING THE WEAPONS BUDGET 


White House efforts to curtail military spending have had 
mixed results. Some examples: 


C-17 TRANSPORT 
PLANE 

Lead vendor — Boeing 

Status - Congress 
ordered 10 more at 
$250 million apiece, 
even though the 
Pentagon doesn’t want 
them 


F-22 RAPTOR 
FIGHTER 

Lead CQntr 旦 ctor - 
Lockheed Martin 

Status - Funding 
ceased for additional 
F-22s, a stealth jet 
ilheqyipped for anti- 
insurgency fighting 


F-35FIG 附 ER 
‘ALTERN 师 E ENGINE' 

Lead contractors - 
GE and Rolls-Royce 

Status — Pentagon 
doesn't want the 
engine; Congress has 
allocated 麥邮 0 miJ- 
■ton for it anyway 


FUTURE COMBAT 
SYSTEMS FOR 
… FANTRY 

Lead contractor- 
Boeing 

Status - The army 
modernization pro¬ 
gram was reined in 
and restructured by 
the Pentagon 


VH-71 HELICO[>TER 

Lead contractor - 
Lockheed Martin 

Status - Pentagon 
canceled the next- 
generation Preside。* 
tial aircraft, which 
would have cost 
$400 million each 
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BROAD SUPPORT 

Manufacture of the C-17 involves 30,0 邮 
workers in 43 states 


FUSELAGE PANELS 

DUCOMMUN ， GARDENA. CAUF. 


ELECTRIC POWER SYSTEM j 

HAMILTON SUNDSTRAND. ROCKFORDJLL. 


CARGO DOOR AND RAMP 

BOEING, ST. LOUIS, MO, 


SmUCTURAL 

COMPONENTS 

VOUGHT AIRCRAFT, 
DALLAS 


WIRE HARNESS 

日 O 曰 NG.M£SA，AR 亿 


QUICK RESPONSE CENTER 

I BOEING, HUNTINGTDN BEACH. CALIF- 


I FINAL ASSEMBLY 

I BOEING, 防 NG BEACH, CAUF. 


COCKPIT STRUCTURES 

KEMCO MANUFACTURING, 
KIRKWOOD, MO, 


WINDSHIELD PANELS 

TEXSTARS, GRAND PRAIRIE, TEX. 


INSPECTIONS 

I BOEING, SAN AMTONO, TEX. 


WHEEL AND BRAKE COMPONEMTS 

HONEYWELU SOUTH 巨 END ‘ IND. 

LANDING GEAR 

I GOODRICH CLEVELAND, OHIO 


ELECTRONICS 

BAE SYSTEMS. 
JOHNSON CITY, N,Y. 


I 如 B ASSEMBLY WORK 

I BOEING. MACON, GA, 


RADIO 
MANAGEMENT j 
SYSTEMS 

TELEPHON 忆 S, 
WRMINGDALE, N 义 I 


ENGINES 

PRATTS WHITNEY,! 
MIDDLETOWN, COMM. I 


INTERNAL WiNG STRUCTURES 

KAMANJACKSONVILLE, FLA. 


Boeing and McCaskill and that he^s pleased with the senator's 
support for the C-17, A Boeing spokesman declined to dis¬ 
cuss the company's lobbying but said in a prepared statement: 
"We routinely meet with our employees, their representa¬ 
tives, elected officials, and other key stakeholders to provide 
updates on our business operations." The spokesman added: 
"We greatly appreciate the support the C-17 continues to re¬ 
ceive* We look forward to continuing to work with both our 
customer and the Congress to ensure this valuable airlifter is 
available to support our war fighters and our nation's future 
airlift requirements." 

In late September, as Congress restored money for 10 辽过 - 
ditional C-iys, the Administration stated that "it strongly 
objects to" the funding. White House spokesman Thomas 
Victor told Business Weefe : "The President never thought this 
was going to be easy, but he and Secretary Gates are commit¬ 
ted to pushing for these reforms/' 

Senator John McCain (R-Ariz.}, a prominent critic of Pen¬ 
tagon spending, went to the Senate floor on Oct, 5 to make a 
last-minute effort to strip funds from the defense budget for 
the new C-iys, "One would have expected the President and 
Secretary Gates to be outraged," he said* "However, we have 
heard barely a word of opposition from them," The next day, 
McCain's motion was defeated, 68 to 30. 

John Murtha (D - Pa.the powerful chairman of the House 


Defense Appropriations Subcommittee, said on Oct, 21 that 
he expects the fiscal 2010 budget to provide for the 10 addi¬ 
tional Globemasters* He urged Boeing to trim the price of the 
plane to about $200 million each, but it remains to be seen 
whether the manufacturer will lower its bill. I BWi 
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Machinists Throw a Wrench 

While it tights to preserve the Pentagon budget for more 
C-17 cargo planes, Boeing is struggling with International 
Assn, of Machinists leaders over a proposed no-strike 
agreement in connection with the 7 的 passenger liner. 
According to the Seattfe Times, talks are ""deadlocked and 
hindered by distrust on each side." The Machinists have said 
they would ag 吃 e to a no-strike deal through 2020 if Boeing 
guarantees a second 787 assembly line in E 快 re". Wash ，， 
among other conditions, the Times 陌 port 母 d. 




For more on Boeing's labor situation, go to 
http://bx.businessweek,com/ Boei ng/reference/ 
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VIIVIbll^JL. ini.klll I Otherwise known 

as the Ontario workforce: the G7's most educated 61% are post-secondary 
graduates. But brainpower is not Ontario's only advantage: Ontario's economic 
hub, Toronto, is the third largest financial center in North America, And Ontario's 
low combined federal/provincial corporate income tax rate - lower than the LLS. 
federal/state average - helps create a cost-effective business environment. All of 
which make Ontario an ideal business location. That’s why 化 e world works here. 
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WHAT，S NEXT 


MANAGEMENT & LEADERSHIP 


Disney Remakes 
The Movie Studio 


How CEO Igeris applying the company's brand 
marketing savvy to filmmaking 


By Ronald Grover 

In early October, Walt Disney Chief 
Executive Robert A. Iger installed a 
new chairman at the company's movie 
studio- Such shaJceiips are routine in 
Hollywood, especially now that the 
entertainment business is struggling, 
Butin hiring as his studio chief Rich 
Ross, who helped make companywide 
franchises out of such Disney Chan - 
nelhits as Hannah Montana an 过 High 
School Musical, Iger seems to be rein¬ 
venting the modern Hollywood studio. 
"The primaxy responsibility " of any 
movie executive, Iger said at a pub¬ 
lic event recently, is to "choose good 
movies*" But he also expects his studio 
executive "to be a brand manager" 
Iger's philosophy is one that 
a Procter & Gamble, say, would 
instantly recognize : build a stable 
of brands, each with its own strong 
idenfiity and core group of customers. 
Since becoming CEO four years 过 go, 
Iger has brought inside the Disney tent 
a handful of marquee names—among 
them director Steven Spielberg and his 
DreamWorks SKG team, animation gi¬ 
ant Pixar, and Marvel Entertainment* 
That bolsters a studio that already has 


Hollywood’s biggest brand, Disney, 
and superstar producer Jerry Bmck- 
heimer, who created such blockbusters 
as the Pirates ofthe Caribbean series. 

Managing these big names and 
keeping them from undermining one 
another will be a challenge. But Rick 
Sands, a former MGM chief operat¬ 
ing officer, calls Iger's strategy "pure 
genius" at a time when "you need 
well-known filmmakers who can cre¬ 
ate event films" that stand out amid 
the clutter of entertainment choices- 

GIVING UP CONTROL 
Studios in the past have tried to line 
up hit makers, often signing them to 
"first look" agreements that give the 
studio dibs on new projects. But most 
films were fimneled through a studious 
creative executives, who often found 
the project and supervised the script. 
Ross will green-light projects and set 
in motion many of the l6 films Disney 
makes each year. But when a studio 
brings in famous moviemaJcers such as 
Spielberg, it's banking on their ability 
to continue to work their magic- That 
means giving tip some control, 

Ross essentially operated that way 
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at the Disney Channel. He allowed the 
creative folks to take the lead for Han¬ 
nah Montana and High School Musical. 
Then he got deeply involved in market - 
ins strategy. Before the first Hannah 
Montana episode aired, Ross took its 
yoimg star, MUey Cyrus, on an internal 
road show, visiting other Disney units 
and enlisting them to sell merchandise 
that helped make the show a hit ‘ 

He is expected to be siniilarly hands- 
on at the movie studio* Bruckheimer 
recently showed 反日 ss a30-niimite 
segment of next year’s live-action ver¬ 
sion of The Sorcerer's Apprentice ^ and 
says Ross suggested "a dozen ways to 
market it before he left the room." 

BIG OPENING WEEKENDS 
Each brand will require a different 
majiagement approach. Disney and 
Pixar executives already sit on a com¬ 
mittee that decides which animated 
projects Pixar should pursue. The 
committee gives wide latitude to the 
wishes of Pixar \s creative gunij John 
Lasseter, Spielberg and his Dream¬ 
Works partner, Stacey Snider, arrange 
financing and make their own creative 
decisions. Disney will provide market¬ 
ing support- How Marvel will fit into 
the strategy has yet to be determined, 
although Iger has said publicly that it 
will enjoy a lot of autonomy. 

Prom Iger's perspective, the beauty 
of controlling the rights to movies 
made by Spielberg, Pixar, and Mar vel 
is that they become events in and of 
themselves, with lavish press coverage 
and Web chatter that all but guarantees 
a big opening weekend. "When you 
settle into your seat fora Marvel film, 
you know immediately it，s going to be 
a fun ride," says Avi Arad, the former 
Marvel Studios CEO who produced 
Spider-Man and other films. Mar- 
ketins is by far the fastest-growing 
expense for most studios: It can cost 
$50 million or more to open a major 
film. The prerelease buzz from a Spiel¬ 
berg or Marvel film could help rein in 
marketing costs at a studio that lost 
money in its most recent quarter. 

杠 films by Disney’s stable of brands 
become hits—and their track records 
are pretty good—they also will generate 
hefty revenues from DVDs, merchan¬ 
dise, and theme -park rides. Under the 


deal with Spielberg, Disney gets 10 卿 
of a film 咬 revenues from its theatrical 
and DVD sales 虹 r distributing four to 
six DreamWorks films a year. It also 
gets first shot at the rights to sell toys, 
consumer products, and video games, 
(Theme-park rights are committed to 
NBC Universal.) Plus, Disney can pack - 
age lesser films with the Spielberg or 
Marvel flicks and charge cable channels 
and foreign networks more to air them, 
says former MGM executive Sands. 

No question, Iger^s brand strategy 
will put Ross’ diplomatic skills to 
the test. Soap bars and hand creams 
don't have egos or demand a cut of the 
profits, Spielbergs andBnickheim- 
ers do. They also will be jockeying for 
attention and money. "There is only 
one [uiy 4th, one Christmas," says a 
Hollywood veteran. "What do you tell 
Steven Spielberg when Disney gives the 
[opening] date he wants to Marvel? And 
what do you tell Bruckheimer when he 
hears that they've spent more to market 
a DreamWorks film than one of his ?" 

Clearly Iger believes the box office 
boost will be worth all the trouble. At a 
time when studios are reducing risk by 
making fewer movies, he is betting on 
household names with an established 
record of turning blank pages into 
billion-dollar franchises. 1 Bvn 
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Digital Kingdom 

Walt Disn 哪 is embracing the 
concept of the cloud. In November 
the company will unveil a 
technology code-named Keychest 
that would allow people who 
purchase a Disney movie to 
play it back on multiple 
gadgets, whetheraPC, a TV 
hooked up to cable, or a cell 
phone, reported The Wall Street 
Journal on Oct. 21 ， Disney also 
has been shopping Keychest to 
movie studios and tech Gompanies 
in an effort to get others to sign on ， 


To view the story, go to http://bx. 
b u sinessweek.com/movie- 
mdu stry/reference/ 
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Smithfield: Not Living 
So High on the Hog 

The meat packer is struggling to overcome 
the specter of swine flu and a U.S. glut of pigs 


By Nanette Byrnes 

It，s flu season again — bad news for 
Smithfield Foods, the world’s larg¬ 
est producer of pork，Six months ago, 
fears that the HiNi strain might have 
originated at one of Smithfield’s joint- 
venture facilities in northern Mexico 
put the company into crisis mode. 
Eventually the Mexican government 
determined there wis no connection to 
the Smithfield (Va.) company’s farms, 
but critical global markets for its prod¬ 
ucts remained closed. And the Oct. 19 
announcement that a Minnesota pig 
was the first in the country to have 
contracted the HiNi vims, first called 
swine flu after early genetic tests sug¬ 
gested a link to pigs, could set off false 
fears of a link to human illness* 

Those concerns come at a particu¬ 
larly vulnerable time for Smithfield. 
The company had record sales last year 
of il2.5 billion. But a substantial over¬ 
abundance of pigs across the U.S* and 


rising corn prices have put Smith 扫 eld 
and its rivals in a position where they 
lose an average of nearly $23 on every 
hog sold to be butchered. The result: a 
索 190 million loss in the year ended May 
2009—SmithfiekTs first in 37 years* It 
lost a further $108 million last quarter, 
CEO C. Larry Pope has taken steps 
to minimize the damage. He cut his 


own sow herd 13% over the past year, a 
big move for a company that controls 
almost a third of the U.S. market. He 
did an expensive restructuring of 
$1 billion in debt and sold $8 日 0 million 
worth of high-interest notes earlier 
this year after the company was in 
violation of its loan covenants. Not ev - 
eryone has cheered all his moves: Two 
board members, themselves sizable 
stockholders, quit in protest when he 
issued $300 million in new equity. 

Now Pope is trying to ramp up over¬ 
seas sales, which account for 9 师 of 
revenue— That strategy is complicated 
by China's having cot off imports of 
U-S, pork products. While the ban is 
officially in response to flu concerns, 
Pope argues that the true motivation 
is political, a desire to protect China's 
domestic farmers* 

SmithJield already operates tlirough- 
oiit much of Europe j which consumes 
more pork than the U.S ‘ But the big 

prize is China, which 
devours about half 
the world’s supply. 
SmithfielcTs mainland 
sales picked up in 
the first half of 2008 
when disease and 
natural disasters hurt 
domestic Chinese hog 
production. To help build market 日 hare. 
Pope sold a 5 耶 stake in Smitl 近 dd to 
Chinese agribusiness giant COFCO in 
July 2008 and put its chairman, Gaon - 
ing Ning, on his board. Since 2002 he 
has also run a joint venture in China 
called Maverick Food* "Five or 10 years 
from today, youll look back and think. 
'That was a smart move/" says Pope, 


Citing swine 巧 u, China has cut off U*S, 
imports. That hurts, because China 
consumes half the world’s pork 
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Having traveled to China, he has found 
the process of relationship building to 
be slower than he'd like. 

FATTENING MARGINS 
Back home, Pope is trying to rely 
increasingly on more profitable 
processe 过 -pork products, which make 
up 45% of sales. He is reducing Smith- 
field's portfolio from more than 100 
brands to a core group of key names, 
focusing on such brands as Armour 
and John Morrell* He lias also closed 
five plants and pushed salespeople 
to get more of Smithfield^s smoked 
bacon, ham, and baby back ribs into 
retailers such as Wal-Mart Stores and 
restaurants like McDonald's and Ap- 
plebee^s. Instead of selling processed 
pork almost at cost to move product, 
Pope has also insisted on the simple 
goal of getting loi of profit per pound. 
His slogan, "It's time for the dime," 
now adorns managers^ desks and many 
line workers，hard hats, "Our industry 


BUSINESSWEEK I NOVEMBER9, 2009 














WHAT’S NEXT 


CEO Pope's 
goalis to deliver 
10 车 of profit on 
every pound of 
processed meat 


doesn’t have a lot of Harvard people ,，， 
he explains* "You've got to keep the 
message simple and deliverable." 

On that level, at least, the simplic - 
ityis working. Last quarter, Smithy- 
field exceeded its god, maJdng l6 夺 
per pound on processed pork. But the 
broader issues of oversupply and flu 
fears remain. 

At the processing plant near Smith - 
field headquarters, everyone is work¬ 
ing flat out* Employees stand bundled 
up in sweatshirts under their white 
coats to combat the 45F temperature 
as they sort hams, bacon, pigs ， knuck¬ 
les^ and scraps for hot dogs. Floor* to - 
ceiling ovens smoke the hams, while 
bacon is crisped in another room for 
McDonald's Angus Bacon & Cheese 
burgers. Technicians monitor the 
ovens on laptop computers, occasion - 
ally leaving their stations to go eyeball 
the meat— As assistant plant manager 
Marvin Peterson explains: Any digres¬ 
sion "costs us money," 1 0WI 
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Wiring America 
For Green Power 


Should the U.S, subsidize high—voltage lines to 
transport wind and sun electricity to the big cities? 


By John Carey 

The wind howling over the Great Plains 
and the unrelenting Southwestern 
sun pack enough energy to power 
the entire U.S- with clean, renewable 
electricity. Trouble is, there’s no way to 
get that power to Americans big cities, 
especially those on the East Coast. As 
much as 300,000 megawatts of green 
power, enough to replace more than 
300 coal-fired power plants, is being 
held on the shelf, as it were, because of 
the lack of transmission lines. This has 
sparked a movement to create "green 
power superhighways"—tlie electrical 
equivalent of the Interstate highway 
system, "A high-voltage transmission 
system will cost a tiny fraction of the 



money we spent on the highways and 
do a ton more good," argues Joseph L. 
Welch, CEO oflTC Holdings, a Novi 
(Mich.) transmission line developer. 

The idea has powerful support in 
Washington. Senate Majority Leader 
Harry Reid {D - Nev.} sees an expanded 
power line system as key not only 
to tackling global warming but also 
to creating jobs in Nevada* Now, as 
the Senate begins deliberation on its 
climate bill, advocates are pushing 
to include a national transmission 
effort, paid for with increases in almost 
everyone's electric bills. 

But is subsidized transmission really 
a good idea? RalphIzzo, CEO of Newark 
(NJ,) utility PSEG, argues that such a 
system would undermine the develop¬ 
ment of renewable power ‘ His company 
is putting solar panels on rooftops and 
laying plans for wind turbines off the 
New Jersey coast. Those projects would 
make less economic sense if cheaper 
wind energy from the Dakotas came 
rushing into the Northeast on the new 
power lines. Creating a transmission 
system that^s largely free to users, on 
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the model of Interstate highways, "rni- 
fairly biases against the construction of 
renewables in parts of the country clos¬ 
est to the load," Izzo says. 

Worse, say Eastern utility execu¬ 
tives like Izzo as well as many envi¬ 
ronmentalists, many of the power 
lines buiit to transport wind energy 
are destined to travel through coal re¬ 
gions, where any available cheap coal 
eiectricity would hop aboard. That 
would bring unwelcome competition 
to East Coast utilities—and increase 
carbon emissions. "There's a very high 
risk that new transmission develop¬ 
ment^ however well-intentioned, will 
simply facilitate more of the same old 
conventional stuff," cautions Envi¬ 
ronmental Defense Fund analyst Mark 
Brownstein. 

BILLIONS IN UPGRADES 
At one level, this debate pits wind 
developers in the West, who need the 
transmission lines, against such com¬ 
panies as Deepwater Wind in Hoboken, 
N J. ^ which IS eyeing offshore wind on 
the East Coast. "I don*twant federal 
tax dollars paying to export jobs to 
the West," says Deepwater Managing 
Director Jim Lanar 过 ‘ From a higher 
vantage, there's a split over the funda¬ 
mental vision for America's electricity 
industry. Is it better to emphasize huge 
wind farms and soiar power plants in 
remote regions? Or should investment 
first be directed toward boosting en¬ 
ergy efficiency, thus cutting the need 
for power, and toward smaller-scale 
electricity generation with rooftop 
solar panels, offshore wind turbines, 
and other close-to-home efforts? 

Whichever side one favors, the 
status quo is not defensible. "Everyone 
pre 村 y much agrees that the current 
transmission system is not built to do 
this job," says |on Wellinghoff, chair¬ 
man of the Federal Energy Regulatory 
Commission, it’s antiquated and inef- 
扫 cient, with 9 % of all power generated 
getting lost in transmission- Billions of 
dollars of upgrades must be made* 

The central question is who picks 叩 
the tab for new wires. At one extreme 
are those who argue that since every¬ 
one ultimately will benefit^ all elec¬ 
tricity users should pay a little extra 
in their bills, just as everyone pays gas 


taxes to support highway 占 ^ Those who 
oppose such broad subsidies, such as 
the State of Massachusetts and North¬ 
eastern utilities, aie looking out for pa¬ 
rochial interests, argues Rob Gramlich, 
senior vice-president for public policy 
at the American Wind Energy Assn,, 
which is pushing the green superhigh¬ 
way idea. The Eastern states axe trying 
to keep renewable jobs at home, even 
though homegrown clean energy costs 
more, he says* 

Not exactly, retorts PSEG'sI 玄 zo. He 
wants wind developers in the Great 
Plains to pay for connecting to the 
grid, instead of getting a free ride. 

That "is our economic seif-interest," 
he says, "but it is also aligned with the 
best interests of the country." Why? 
Because increasing the costs of renew¬ 
able developments in the West would 
create a more level playing field for 
clean power. 

Sierra Club transmission expert 
Carl Zichelia believes careful planning 
could solve the conmidmm- Start by 
maMng better use of the existing grid 
and promoting small-scale renew¬ 
able generation, he says. Then build 
whatever new power lines the nation 
needs the most. Zichella is working on 
proposals that would sort out compet¬ 
ing interests on a regional basis. "It's 
one of the most important things 1 
have ever worked on," he says* i BWI 
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Green Superhighways? 

Not a good Idea, unless your 90 a! is 
忙 undercut local efforts, says 
author John Fatrrell in an Oct. 19 
post to the Grist Web she called 
"A Little Heresy on Transmission." 
The counterargument appears in 
a detailed white paper titled "Green 
Power Superhighways" on 化员 Web 
si 怯 of the American Wind Energy 
Assn. Such pipes are the only way 
to tap the vast wind and solar 
energy in remote regions, rt says. 

For these and other stories^ go to 
http : //bx.busi ness week, com/ 
g re e n-ene rgy/refere nee/ 
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Taiwan’s HTC is making a splash with its Android 
handsets, but ties with Microsoft area drag on profits 


By Bruce Einhorn 
TAIPEI 

• 1 ^ ! These should be fat times for 

i Taiwanese smartphone mak¬ 
er HTC. As cellular operators across 
the globe rush to introduce handsets 
using Google's Android operating 
system, the company is at the front of 
the pack of manufacturers hoping to 
supply them. Last year, HTC launched 
the world’s first Android smartphone. 
Its latest oflfering—the 空 l8o HTC Hero 
for U-S, carrier Sprint—has earned up¬ 
beat reviews and even outflanked the 
new iPhone in being named "Gadget of 
the Year" by British tech magazine 巧 . 
Soon the world's biggest carrier, China 
Mobile, will start selling its first HTC- 
branded smartphones—handsets that 
can be used fore- mail and the Web— 
including several Android models* 

But the erstwhile 


HTCs $180 Hero, 
one of its Android 
smartphones, 
is getting good 
reviews 


highflier is strug¬ 
gling. HTCs shares 
lag far behind the 
Taiwan benchmark 
index, and third - 

quarter profit was off by 18 婚 ,its fifth 
consecutive quarter of sagging earn¬ 
ings. A big part of the problem: For all 
its Android ambitions, HTC is weighed 
down by another operating system, 
Windows Mobile, HTC built its success 
on Microsoft's offering, and the two 
companies have cooperated closely. 

Today, HTC has the dubious honor 
of being the world's No. 1 producer 
of Windows smartphones. While 
Microsoft maybe winning kudos for its 
new Windows 7 for PCs, phones that 
run Windows have a reputation for 
being clunkier than Apple’s iPhone, the 



■ , , * _ PERCENT 

BlackBerry^ or hand¬ 
sets that use Android. 

Although Microsoft 
in October intro¬ 
duced an upgrade^ 

Windows Mobile 6,5, 
that version has 
underwhelmed many 
critics. 

HTC executives 
concede they have 

a problem. "Windows Mobile excite¬ 
ment is declining. We know that, and 
Microso 托 knows 比 at," says CEO Peter 
Chou，Owing largely to the drag from 


… WITH THE NEW 

HTC’s smartphone sales 
by operating system 



Data: Deutsche Bank 


Windows Mobile, the company will 
see a 20% drop in 2009 earnings, to 
曼 700 million, on a 5% decline in sales, 
to $4,5 billion, Credit Suisse estimates. 
No wonder HTC is trying to reduce 
its reliance on Windows. By next year, 
Deutsche Bank predicts, two-thirds of 
HTC's smartphones will run Android, 
叩 from 8 吼 in 200S, 

Still, HTC isn't prepared to admit 
defeat on Windows and is developing 
new models. The 册 2, for instance, 
can be easily personalized, with extras 
such as animated weather updates 
that adjust automatically based on the 
user's location, "We feel Microsoft can 
still deliver products that the customer 
wants/* says HTC Chairwoman Cher 
Wang, Mk 阳 soft says it，s not wor¬ 
ried and that ever more companies are 
making Windows phones. 

Yet HTC is clearly putting increased 
emphasis on Android, The company's 
phone shipments will grow 16% in 
the fourth quarter, Deutsche Bank es- 
timates, largely because of 红 3 9% quar¬ 
ter-on-quarter increase in Android 
phones; Windows sales, meanwhile, 
will be "flattish," Says Erick Tseng^ 
Google’s product manager for Android: 
"We found a really great partner in 
HTC. They were very eager to take the 
risk with us to run with Android." 

To speed its shift away from Win¬ 
dows ^ HTC is launching a market¬ 
ing campaign to build its own brand, 
which until now has been overshad¬ 
owed by the carriers 
that sell its phones, 
HTC has TV com¬ 
mercials sched¬ 
uled for the World 
Series and other 
high-profile spots, 
and it has reserved 
prominent online 
real estate such 江 s 
Yahoo J's home page 
and YouTubeban¬ 
ner. "It's going to be 
difficult not to see 
HTC," boasts Steve 
Seto, the executive 
overseeing the cam¬ 
paign. When it comes to the phones 
HTC makes, though, Windows Mobile 
is getting harder to spot ，巧 W ， 

-With Olga Kharifand Rob Hof 
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The Biggest Gamble 
In Sin City 


As Vegas reels, MGM，s colossal City Center nears 
completion—and the casino giant's fate is on the line 


By Christopher Palmeri 
Every Friday morning, James J. 
Murren heads to the Las Vegas Strip 
in his chauffeur - driven SUV to check 
on the status of his dream project. 
"Look at that," says the chairman 
and CEO of MGM Mirage, pausing 
inside the Aria Resort & Casino. "The 
marble, the vaulted ceiling—it looks 
like the Vatican/' 

Not everyone shares Murren's 
enthusiasm. Alia is one of four hotels 
in MGM，s CityCenter resort, which 
will start opening its doors to the 
public in December. The $8*5 billion 
development is the debut that every 
casino manager in Vegas dreads. It 
will add 4,800 new hotel rooms to 
one of the country's most saturated 
markets, not to mention 2,400 condo 
units and a Cirque du Soleil tribute to 
Elvis Presley ‘ With luxury rooms in 
Vegas already approaching roadside 
motel prices, many worry that the 
tsunami of fresh supply will drown 
the city's nascent recovery. And the 
biggest victim of CityCenter launch 
may prove to be MGM itself, which 
dominates the Vegas landscape with 
nine other casinos 辽 nd is staggering 
under $12 billion in debt ‘ 

CityCenter isn't just another real 
estate development in danger of flop¬ 
ping, It's the largest privately funded 
CO 打 straction project in the U.S. and 
could prove to be a barometer of the 
health of the overall economy. It's also 
the ultimate test of a business model 
that has guided Sin City for decades: 
that building bigger and flashier re¬ 
sorts will bring efver more visitors and 
keep Vegas competitive with rival des¬ 
tinations. Even Murren, 斗 7, predicts 


that "there won't be another property 
built like this for a long time-" 

Although advertised as a high - end 
destination, CityCenter has rooms 
starting at 別乏 9 anight, about 安 40 less 
than the lowest rates at competing 
properties such as the Wyrm and the 
Venetian. "They'll end up cannibaliz¬ 
ing themselves," predicts David Baron, 
a casino analyst at Baron Funds, a ma¬ 
jor shareholder of rival Wynn Resorts. 
Vegas tourism is down 6 邮 this year 
while the convention business has 
dropped by almost a third. Meanwhile, 
average room rates are down 25 师 and 
casino revenues continue to drop- 
Matthew Jacob, a gaming analyst with 
Majestic Research, predicts CityCen¬ 
ter will "prolong the recovery" for 
practically every operator, 

Murren argues that CityCenter^s 
unique attractions could draw a new 
breed of visitors ‘ Some of the world's 
top architects are involved in the 
project, including Daniel Libeskind, 


DOWN ON ITS LUCK 

Las Vegas room rates plunged as 
the number of rooms increased and 
tourism dropped 


YEAR 

ROOMS 

AVERAGE 

RATE 

VISITORS 

{MILLIONS} 

2 孤 G 

132,000 

$119 

38.9 

2007 

132,900 

132 

39,1 

2008 

140,000 

119 

37*5 

2009* 

150,000 

92 

35.5 


"^Eetiirialee for rooms and visitors; average rale 
is from Jan,-Aug ， 

Data; Las Veg 站 C 口 nvenlion & Vi 百 Uors A 山 h 口 riiy 


Cesar Pelli, and David Rockwell* 
Sculptures by Henry Moore and Maya 
Lin line its air-conditioned walkways. 
As an environmentally friendly touch, 
MGM wilJ whisk high rollers around in 
natural-gas-powered limos. 

A SCRAMBLE FOR FUNDS 
For Murren, who once dreamed of 
becoming an architect, the project is 
the culmination of a life goal* After 
working for 14 years mostly as a casino 
analyst at what is now Deutsche Bank 
Securities, Murren joined MGM in 
1998. In 2004, as president, he came 
upon the chance to develop 67 acres on 
the Strip that contained a parking lot, 
vacant land, and the low-rent Board¬ 
walk HoteL Miirren wanted to create 
a development that connected parks, 
residential towers, and shopping so 
that guests could feel like they were go¬ 
ing someplace new even if they weren't 
leaving the property, "There are 2 mil- 
lion people in Las Ve 阱 s," he says, "and 
there's been no urban planning." 

Kirk Kerkoriaii, MGM^s largest 
shareholder, was enthusiastic when 
Murren presented his plans. But 
then the financial crisis hit ‘ After the 
banks cut off lending, MGM's 50/50 
partner in CityCenter, the Dubai 
World investment firm, sued to limit 
its contributions. MGM'S stock fell 
from more than $l6to less than $2 in 
the first three months of 2009 as oc¬ 
cupancy rates crashed and investors 
grew pessimistic about the company's 
fortunes, Murren had to scramble to 
raise funds to continue constniction^ 
including selling MGM's Treasure 
Island casino an 过 raising $1 billion in 
a new stock offering. Through it all, 
he says, Kerkorian reassured him and 
took the younger man under his wing. 
He told Murren to mnke sure to spend 
more time with his wife and 打 ags 巳 d 
him to get enough exercise to relieve 
stress, Murren says the 92-year-old 
investor is convinced that both Las 
Vegas and CityCenter will thrive* 

Yet CityCenter opening comes 
at a time when MGM is still vulner- 
able. The company's cash flow has slid 
from about $2,4 billion in 2007 to an 
estimated $1.4 billion this year. With 
$5.8 billion in debt coming due in soil, 
MGM is in danger of default if profits 
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slide further, says Michael Paladino, 
a casino analyst at Fitch Ratings. On 
Oct • 20 the company took a$l billion 
write- off on City Center. Kerkorian 
announced on the same day that he's 
considering "strategic options" for his 
37 嘶 stake in MGM, Valued at $15 bil¬ 
lion two years ago, his shares are worth 
妾 1-6 billion today, Kerkorian said in a 
filing that he is considering bringing 
in outside investors to unlock "sub- 
stantial unrecognized value." Analysts 
speculate that he may be trying to 
drum up interest in the company's 
beleaguered stock, which is now at 
about $9*60. 

OLD-SCHOOL VEGAS 
The immediate priority is making sure 
that CityCenter's rooms are filled once 
it starts opening its doors. In October, 
MGM sent teams of sales people out 
to visit meeting planners around the 
country. Part of their pitch: Vegas is 
suddenly the great value- for- money 
destination. Moreover, they're also be¬ 
ing told to say, booking an event at City- 
Center is good for the economy because 
the project is creating 12,000 jobs. 

Many think the days of $l,000-a- 
iiight suites and $400 bottles of tequila 
are over, with Vegas likely to return to 
its roots, offering cheap rooms and all— 
you* can eat buffets, "We were Bargain 
City, ILS‘A ‘," says William Thompson, 
a professor of public administration at 
the University of Nevada at Las Vegas 
and a longt ime observer of the casino 
business, Timothy Arnold, a meet* 
ing planner in Dallas, just booked a 
group of 150 at the Bellagio next door 
to CityCenter for $129 a night—with 
free meeting space. "Vegas is so full of 
deals now that I’m directing a lot of my 
clients there." 

For MGM, the challenge is to make 
sure those clients are profitable ‘ Its 
four - star MGM Grand, down the street 
from CityCenter, offers $79 rooms with 
$35 in food credits. Murren says that 
kind of bargain makes Vegas irresistible: 
"Doesn't it make you feel lucky?" But 
Alex Yemenidjiaii, a former president 
and COO of MGM who remains close 
to Kerkorian, says Murren is in a tough 
spot: "Thi 扫 is the very first time that 
Vegas finds itself with supply increasing 
while the market is contracting." i BWI 
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Testosterone Is 
Sure Looking Virile 

Despite legal setbacks and FDA delays, youth-crazed 
boomers are making it a billion-dollar industry 


By Arlene Weintraub 
When Endo Pharmaceuticals ac¬ 
quired two experimental testosterone 
products earlier this year, CEO David 
R Holveck predicted that safety issues 
might delay approval by the ILS. Food 
及 Drug Administration* Synthetic 
versions of the quintessential male 
hormone are prescribed to thousands 
of patients in the U.S.to treat fatigue, 
sagging libido, and other signs of tes¬ 
tosterone deficiency. But when they’re 
applied as topical gels, they have m 
unpleasant propensity to mb o 任 on 
other people—moving, say, from a 
father to a child and temporarily caus¬ 
ing symptoms of puberty, increased 
aggression, and other annoyances. In 
addition, the FDA is concerned about 
the 許 owing use of testosterone by 


anti-aging clinics seeking to restore 
youtlifulness to baby boomers, and by 
the abuse of such drugs in sports. 

Holveck was right to be worried. On 
Oct. 19 the FDA said it would not ap¬ 
prove Endows Fortesta, 
a topical testosterone 
gel, until the company 
performs additional 
safety trials- Only 
seven weeks earlier, 
regulators delayed 
Endo's other product 
in this classj an in¬ 
jectable version—also 
over safety issues. 

It's no surprise 
the FDA is being so 
vigilant. Sales of 
testosterone products 


Holveck sees 
plenty of room 
for growth: "The 
driving element is 
demographics" 


$8407 

million 


U-S. sales of testosterone 
in the 12 monihs ended 
June 30—up 25% from the 
year-ago period 

Data’. IMS Health 


already on the market have rocketed 
25 吼 in the 12 months ending in June, to 
just under $1 billion，The recession has 
knocked the wind out of other "1 祀 - 
style drugs"—medicines to treat condi¬ 
tions that aren't life-threatening. Even 
Pfizer's blockbuster Viagra fell 8% in 
the most recent quarter, year over year. 

But not testosterone. Boomer lust 
for the hormone is now spurring a 
land grab by companies that make it. 
On Sept. 28 drug giant Abbott Labo¬ 
ratories paid $6.6 billion to acquire 
Solvay Pharmaceuticals, which makes 
the leading testosterone product ， 

AndroGel. Auxilium 
Pharmaceuticals is 
also angling for mar¬ 
ket share j and Endo’s 
Holveck thinks 
there's plenty of 

room for growth* "The driving element 
is demographics," he says. Analyst 
Annabel Samimy, who covers Endo and 
Auxilium for Thomas Weisel Part¬ 
ners^ expects continued double-digit 
growth for such products, figuring that 
only 10 喘 of patients who have low 
testosterone are currently treated. 

New entrants in this market, how- 
ever, will be dealing with a regulatory 
backlash that began last May. The FDA, 
having received more than 20 reports 
of testosterone in commerciai prod¬ 
ucts rubbing off on children, required 
that dreaded "black box" warnings be 
added to the labels for AndroGel and 
Auxilium’s rival product, Testim, The 
companies put boldfaced warnings 
on all their packaging and marketing 
mater 帥 and they had to produce new 
package inserts instructing patients to 
wash their hands thoroughly after ap¬ 
plying the gels. 

The FDA won’t say 
what requirements it 
win impose on tes¬ 
tosterone products 
that are still imder 
review. But Holveck 
says the agency 
wants Endo to do a 
"washing" study on 
Fortesta. Patients 
in the trial will have 
to clean their hands 
after applying the gel 
and then be tested 
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to see if residues remain. The require¬ 
ment will delay approval until some¬ 
time in 2010, Holveck predicts. 

Testosterone is one of the fastest- 
growing therapies prescribed by the 
串 8o billion-a-year anti-aging indus¬ 
try, which has embraced it as the cure 
chi jour for andropause, more com¬ 
monly known as male menopause. 
Conservative doctors question the 
existence of such 江 malady, and testos¬ 
terone makers shy from discussing it 
because they’re not allowed to promote 
the drug "off-label" —for uses not 
endorsed by the FDA, Still, off-l 油 d 
prescriptions are likely to account for 
much of the marketrapid growth* 
That fact isn’t lost on the FDA: During 
a press conference to announce the 
black boxes, an agency spokeswoman 
said she was alarmed that 之 5,000 
testosterone prescriptions per year are 
written off-label for women, who use it 
to boost their libidos, 

BATTLING GENERICS 
The market is so hot that, far from 
fretting about a regulatory crackdown, 
testosterone makers are focusing on 
keeping generic competition at bay ‘ 
Earlier this year, Auxilium filed a peti¬ 
tion with the FDA arguing that the 
agency shouldn’t let a generic version 
of Testim onto the market without 
requiring its manufacturer to do wash¬ 
ing studies to prove the generic—which 
has slightly different ingredients— 
poses no more risk of testosterone 
transfer than the original. The FDA 
agreed, freeing Auxilium to concen¬ 
trate on battling Solvay, which has 
more than 80 耶 market share, accord¬ 
ing to researcher IMS Health. In effect, 
Auxilium turned the agency’s growing 
safety concerns into a strategic coup: 

It won’t face low-cost competitors 
anytime soon. 

Auxilium CEO Armando Anido 
admits he doesn’t have the capital to 
invest in heavy advertising, as Solvay 
has done with AndroGel. But he thinks 
all those Viagra ads urging men to talk 
to their doctors about erectile dysfunc¬ 
tion may be helping him—by fanning 
interest in products the FDA still views 
with concern. "Instead of the little blue 
pill," Anido says, "those men may end 
up on testosterone replacement." 1 BWi 



ENERGY 

A Juiced-Up 
Wind Turbine 

UsinS features from jet engines, 
FloDesign Wind Turbine created 
a compact prototype three times 
more efficient at turning wind into 
electricity than today's three-bladed 
windmills- Two concentric hoops 
channel air into patterns that create 
spinning vortexes—like miniature 
tornadoes—as air exits past the 
blades. This dramatically boosts 
air flow. Proponents say the design 
could transform the wind business in 
several respects. For example, today’s 


towering turbines 
require a caravan 
of tractor trailers 
to transport them. 

FloDesign's model fits 
on a single rig* 

What’s more, the new design can 
produce energy at lower wind speeds 
and in more volatile gusts, making 
it a natural for spots—such as cities 
and beaches—that are inhospitable to 
bigger rigs. In 2008, Kleiner, Perkins, 
Canfield & Byers committed $6 mil¬ 
lion in venture capital to the Wilbra* 
ham (Mass*) company. FloDesign, 
which also received funding from the 
U*S* Energy Dept. , hopes to raise an 
additional $25 million later this year. 


, A photo 
I illustratioTi of 
I FloDesign's 
wind turbine 
I prototype 



CONSERVATION 


Nearly Waterless Washing 


Hotels, hospitals, and commercial cleaners do tons 
of laundry every day, leading to outsize utility bills 
and deluges of wastewater. Now Xeros, a startup 
spun out of the University of Leeds in Great Britain, 
is commercializing a process that replaces most of 
the water with rice-size nylon beads. 

Mixed with mere squirts of deter¬ 
gent and water in the rotating drum 
of a modified washing machine, the 
pellets act like chemical magnets^ 
absorbing grime and soap as they 
tumble over fabric. When the wash is done, the beads are automatically col¬ 
lected through an opening in the drum. After a few hundred loads, these get 
recycled, says CEO Bill Westwater, Lab tests show that the process matches 
industry standards for cleaning while cutting water volume by 90% and ener¬ 
gy use by about 30 斬 Backed by some $3 million in public and wntiire capital 
funds, Xeros aims to sell commercial units by late next year. 


I In the oew 
method, rice- 
size beads 
replace most 
! of the water 
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FINANCE 


A New Front in 
The Credit-Card Wars 

Retailers are fighting to get transaction fees reduced— 
a move that may help them but do little for consumers 


By Brian Burnsed 

In the latest round of credit- card 
reforms, issuers and retailers are both 
playing the consumer-friendly angle ‘ 
Currently lawmakers are debating 
whether to cut interchange fees, the 
tab that merchants pay to card issuers 
each time a customer uses plastic. 
While retailers claim they would pass 
the savings on to shoppers in the form 
of lower prices, card companies argue 
the legislation will make credit less 
convenient and more costly—and they 
may be right. 

Merchants have 
long complained about 
interchange fees. They 
say the costs, which 
amount to roughly 
1.6% of every transac- 
tion, erode already 
razor-thin margins. 

Last year retailers, the 
main supporters of 
three bills now work¬ 
ing their way through 
Congress, forked over 
an estimated $48 bil¬ 
lion in card fees. "We 
can't keep absorbing these fees," Kathy 
Miller, a groceiy store owner in El 打 lore, 
Vt •, testified at a congressional hearing 
in early October, 

In their quest to win over lawmakers, 
retailers maintain consumers won't get 
hurt—and may actually benefit, "Our 
market is extraordinarily competitive/^ 
says Mallory B, Duncan, general co 皿 - 
sel of the National Retail Federation^ 
a trade group. "If costs go down, 山 at 
tends to drive down prices ‘" 

That's not what happened in Aus - 


CHARGED UP 

Retailers are forking over 
more in fees 


、 BILLIONS OF DOLLARS 




"EEtimaled 

Data: National Retail Federation 


tr 址 a, though. In 
2003 the country's 
regulators cut the 
average interchange 
fee to around 0,5% 
of the total bill, from 
1 耶 . But most retailers 
never dropped their 
prices, and credit -card issuers jacked 
up borrowers 1 fees to maJceup for the 
lost revenue, according to a report by 
CRA International, a consultancy. After 
the regulation was passed^ the annual 
fee paid by cardholders rose by 22%^ 
to an average of $25,65. Annual fees on 
rewards cards jumped by as much as 
77 视 since issuers^ profits took a bigger 
hit* Australian card companies gener¬ 
ally levied a higher interchange fee on 
rewards cards to cover the added cost of 
the perks—as they do in the U.S. 


Analysts worry that retailers and 
card issuers in the States wouldre- 
spond in much the same way. Already 
U.S, lenders have been raising rates and 
tacking on new charges for borrowers 
following a ban earlier this year from 
Congress on certain practices, includ¬ 
ing late-payment penalties. "When the 
banks have a major source of revenue 
eliminated, they need to raise [other 
fees] to make up for that," says David 
S ‘ Evans, a lecturer at the University of 
Chicago Law School. 

Any new rules could make it less 
convenient for consumers to opt 
for credit over cash ‘ As part of the 
proposals, lawmakers are considering 
whether to let retailers set a minimum 
payment for purchases with plastic; 
they now risk paying a hefty fine for 
doing SO- If such changes are made, 
customers won’t 
be able to pull out 
their cards all the 
time. Merchants 
may also have the 
option of rejecting 
a specific card, like 
a reward card, if 
they think the in¬ 
terchange fees are 
too liigli. Current¬ 
ly retailers must 
accept all prod¬ 
ucts under a single 
brand such as 
Vis 江， ‘'Consum- 

ers want to be able to use their card 
for any kind of purchase/，says Shawn 
Miles, MasterCard Worldwide’s head 
of global public policy. The legislation 
is "anti-consumer-" 

Such a defense may work. A report 
by the Government Accountability Of- 
fice, an investigative arm of Congress, 
due out by Nov. 19, is weighing the po¬ 
tential impact of proposed rules on the 
caid-carrying masses. If the GAO finds 
that only merchants benefit from lower 
interchange fees, card companies may 
win. Says Brian Gardner, a vice-pres¬ 
ident at research firm Keefe, Bruyette 
& Woods: "If the report comes out and 
says there is little evidence that [the 
benefits] would be passed on to con¬ 
sumers, then I think the oxygen gets 
sucked out of this thing." 1 BWI 
- With John Tozzi in New York 
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Union Pacific and Burlington North¬ 
ern Santa Fe reported better-thao- 
expected earnings on Oct. 23 -But 

prices rose at a slower clip than in the 
second quarter at both West Coast 
companies, creating fears that pro 行 ts 
would slip. That drove shares down 
more than 5%. § Typically, West Coast 
rails trade at higher price-earnings ratios than East Coast ones. That may change* 
In this battered economy, pricing trumps all else, says UBS analyst Rick Paterson, 
and railroads are facing stiff competition from truckers for shipping container 
business ‘ Since West Coast rails do more of this business, the pricing pressure 
has hurt them most- Burlington saw its rate of price growth fall from 4% to 3%, 
and Union Pacific from 5% to 4%. East Coast rival CSX saw no decline. § Since 
the earnings reports, the East-West valuation gap has narrowed, with Union 
Pacific and CSX trading at p - e,s of 137 and 13:3, respectively. On Oct- 27, when 


IMOWEYREPORTI 

RAILROAD 

SWITCH 



Norfolk Southern reported that prices rose 6.2%, the trend was confirmed. Pat¬ 
erson now expects CSX and Norfolk to outperform West Coast rivals and to trade 

at p-e's of about 15. SenLevisohn 


West Coast 
railroads are 


facing pricing 


pressure 


|m&a| 

MEDIA MARRIAGE: BUY NOW? 

Independent analysts at Collins 
I I Stewart raised their price target for 

shares of DirecTV Group, which 
currently trade at 25, to 36 on 
Oct. 22, The impetus: an announcement that 
the digital television provider will hold a special 
shareholder meeting next month related to its 


listed stock- The analysts say the deal, which is 
likely to close shortly after the Nov, 19 meeting, 
should result in a "favorable trading pattern" 
for DTV's stock* Shares of Liberty Entertain- 
ment, which owns interests in Starz Entertain¬ 
ment and the Game Show Network, are also 
a buy, according to Bank of America Merrill 
Lynch’s Jessica Reif Cohen. She estimates the 
shares, now at 30, are worth 37 ‘ Analysts at 
Barclays Capital are bullish as well, noting that 


proposed merger with Liberty Entertainment, 
a division of Liberty Media that has a separately 


Liberty is an attractive "way to get the upside 
potential from DirecTV-" -Tara Kahuarski 


I STOCKS I 

SEMI SIGNS 

Analysts monitor 
semiconductor orders 
carefully for signs of 
an economic pickup. 
Jenny Van Leeuwen 
Harrington, a money 
manager at Gilman 
Hill Asset Martage- 
ment in Westport, 
Conn., also focuses on 
sta 行 ing. So she took 
note when Taiwan 
Semiconductor 
Manufacturing, which 
reports earnings 
Oct 20 and employs 
23,000 people, said it 
planned to rehire 700 
employees. That has 
her bullish on 
business conditions 
and Taiwan Semi, 
which controls half of 
the global contract 
chipmaking market Jt 
trades at about 14 
times projected 
earnings for 2010; 
historically, its p-e has 
been around 18. 

Rising chip sales and 
a 3-5。/。dividend on the 
stock’s American 
depositary receipts 
could bring an 11 % to 
16% gain next year, 
she says, which is why 
she owns more than 
62,000 shares. 

-Lauren Young 

11 % 


Low end of the 
2010 gain one 
money manager 
projects for the 
stock of Taiwan 
Semiconductor 
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By Tara Kafwarski 


While the balance sheets of big investment banks are returniri 召 to profitabil¬ 
ity, the financial crisis continues to hammer away at regional banks. However, 
the failure of former rivals has enabled some savvy regional players to expand 
their businesses, and such banks could continue to see market share gains as the A 
economy improves. Among funds that track regional banks, different inves 
ment approaches have resulted in vastly different performance figures ( 

Portfolios that hold larger companies have notched better records year to dat 


CUMULATIVE PERCENTAGE CHANGE 
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/ -14.2%-, 
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Data : 白 loom berg, Morning 宜 tar, the fund companies 


•Data are 



THREE 

WAYS TO GO* 


John Hancock 
Regional Bank 
FutiiJ/FRBAX 


Expense ratio 1*35 坑 
Holdings 74 
Average market cap 

皆，肌 m 剛 on 


This actively man¬ 
aged fynd invests 
at least SO% of its 
assets m regions! 
banks and lending 
compmmeB 


■Shares Dow Jones 
U.S. Regional Banks 
Index Fund/IAT 

Expense ratio 0.4 
Holdings 67 
Average market cap 

$7,130 million 

Small and midsize 
banks in the Dow 
Jones Banks Index 
populate this market- 
cap-weigh ted ETF 


RACKING UP RESERVES 


These regional banks have increased their number of branches and other retail outlets during the past 
year, which may give them an advantage as the industry recovers 


COMPAMY/TICKER 

MARKET CAP 

(yjLyoNS) 

PRICE* 

P-E RATIO*" 

OiVIDENO 

YIEW 

2009 TOTAL 
RETO'RM* 

BB&T/BBT 

串 17,527 

$25.51 

1 己 .7 

5.730 曲 

-2% 

PNC Financial Services Group/PNC 

23,398 

己 0.71 

197 

4.49 

+ 6 

Regions Rnancial/RF 

6,060 

5.10 

NA+ 

3-54 

-34 

U.S. Bancorp/USB 

46,175 

24.15 

24.9 

Z63 

-3 

Westamerica Bancorp/WABC 

1,415 

48.67 

15.3 

271 

-3 


Data; Bloomberg *As of Oct. 26 "Calculate using trailing 1 2-nionth data 十 Nol 年 pli 己 able because of negative earnings 


SPDR KBW 
Regional Banking 
ETF/KRE 

Expense ratio 0.3 
Holdings 52 
Average market cap 

鸣 55 million 

This ETF tracks an 
equal-weighted in¬ 
dex, so each holding 
accounts for about 
2% of the portfolio 
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Simple Truth: It's important to keep an eye on costs 


Why would anyone 
pay six times as 
much as they have to? 



Many investment firms call themselves low-cost. But, the truth is, many of them charge about six 
times as much as Vanguard** This can cost you thousands of dollars. For instance, over 20 years, if you 
invest $10,000 a year with an average annual return of 8% before expenses, you would keep about 
審 58'000 more with the lower-cost fund!** And the longer you invest, the greater the savings. It's your 
money- Keep more of it. Vanguard. The simple truth about investing. 


www.vanguard.cofii/simpletruth 



VanguarcT 


Visit ww\A/-vanguard-Com/simpletnjth, or call 800-545-9998, to obtain a prospectus, which includes investment objectives, 
risks, charges, expenses, and other information ： read and coosidef it carefully before investing. Investments are subject 
to market risk. *Source: Upper Inc. as of December 31, 2008. **Based on 2008 industry average expense ratio of 1.19% 
and Vanguard average expense ratio of 0.20%. Hypothetical example does not represent any particular investment 

©2009 The Vanguard Group, Inc. All rights reserved. Vanguard Marketing Corporation, Distributor. 
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ARE JUNK BONDS 
TOO HOT TO HANDLE? 
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By Lauren Young, with Tara Kalwarski 


With a flood of new issuance arid year-to-date gains averaging 50%, 
there's worry of a bubble in high-yield bonds. Rising prices have sent 
average junk yields from 15% in February to 9% in October. Investors 
who still want in should proceed with caution and spread their bets. 


CREDIT RATINGS 

WVESTMENT-GRADE 

AAA The highest-quality 

debt; includes Treasuries 

BBB Can withstand sub- 
stantial financial stress and 
still make good on debt 

HfGH-YfELD 

BB to B The better-rated 
"junk。，but still speculative 

ccc Near default 

CC and below ratings 
signal imminent default 


SLICING UP JUNK 


These three mutual fund 占 ， which focus on higher-quality junk bonds, have delivered 


above-average returns over the long 1 



43.5 


% TOTAL RETUHN 


This fund takes a conservative approach* It has 
a low expense ratio of 0*80% compared with 
1 .21% for its peers. 

Current yield: 7.5% 



and have low expenses. 

1 怖 


36.0。/0 


TOTAL RETURN 2009 


The average junk fund lost 26.4% in 2008, but 
this one fell 19.3%, thanks to its smaller slake 
in bonds rated below B. It boasts Morning 绅 ar，s 
highest rating. Current yield: 11,4% 



f % TOTAL RETURN 宜 009 


This fund uses environmental, 脚 cial: and gov¬ 
ernance screens. It avoided homebuilders and 
financial 每 , limiting exposure to the subprime 
mortgage collapse. Current yield: 谷点。/。 


Data: Fund companies, M 口 rning 纠卽 *Crgdit quality ratings we 狀 of Sept. 30； fund r 到 .urn 宜 are as of Ocl. 宜 6 - Numbers may not equ 过100% due lO rounding. **White denotes rated." 


HIGH-YIELD，S 
RAPID RISE 

After falling off a 
clifflate last year, 
high-yield bonds 
have been climbing 
back. Their recovery 
has them outpacing 
U‘S. Treasuries and 
investment-grade debt. 


I PERCENT 


CUMULATIVE TOTAL RETURN FOR UjS ， BONDS* 



Data; Bloomberg 


•Barclays Capital U.S. Aggregate Treasury, AAA, and BAA indexed 
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CISCO 

RIDES AGAIN 


At the peak of tech fever in 2000, Cisco Sys¬ 
tems 佑 SCO), the largest global provider of Web 
networking gear for transporting data, voice, 
and video, crested at 82 a share. After the bubble 
burst, Cisco stock drifted lower for almost a de¬ 
cade, to 13.62 this March. Now if s at 23*02, and 
some bulls believe the rebound will continue. 


CISCO: Oli 
THE UPWARD TRAIL 

STOCK PaiCE 巧 OL LARS) _ 



占你 . 27 ,' 的 
Data: Bkiomberg 


OCt 23 


Investors shouldn’t ignore 
Cisco's big role iu "riding 
the wireless - data wave — 
the surging demand for 
more data and devices by 
users everywhere," says Karl 
Mills, who heads top-ranked 
Counterpoint Select Fund. 
Mills believes the number 
of electronic devices that 
feed on data will continue to 
grow. "We invest in compa¬ 
nies that gain from this data 
wave, such as Cisco," he says, which supplies products such 
as routers and switching devices connecting and manag¬ 
ing communications among local and wide* area computer 
networks* Cisco has also forayed into consumer markets* 
Tmdin 呂 at 17 times the fiscal 2010 earnings estimate of 
$1-303 share and holding $25 billion in cash net of debt, Cisco 
is an attractive long-term investment, says Mills, who values 
it at 30. Matthew Robison of Wedbiish Morgan Securities 
says Ciscoes new Net routers "could drive more rapid long¬ 
term growth*" He has upgraded Cisco to outperform from 
neutral* For 2011, Robison sees Cisco earning $1*53 a share* 
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Inside Wall Street is posted at bus in ess week, 
com/investor at 5 p.m. EST on Thursdays. 


Unless otherwise noted, neither the sources died in Inside Wall Street nor 
their firms hold positiot^s in the slocks uMer discussion ， Similarly, they 
have 打 o investment banking or other financial relationships with them. 
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Lining Up 


OCT 


For Chipotle 

Some Wall Streeters may not 
be hot on Mexican food, but 
investors are ravenous for 
shares of Chipotle Mexican 
Grill 佑 MG)* It operates 837 
fast-casual restaurants in 
33 states serving tacos, bur* 
ritos, and salads made with 
fresh ingredients, McDon- 
aid's sold its 91% stake in 
Chipotle in 2006* Chipotle 
hit 80.17 on Oct, 28, up from 
36 last Nov. 21， "We were 
encouraged by strong third- 
quarter results," says David 
TarariKno of investment 
firm Robert W* Baird (it has 
done banking for Chipotle), 
who rates it outperform. 

Management projects flat 
sales for 2010, but Taran¬ 
tino says this may "prove 
conservative 尸 He urges 
investors to "buy into any 
weakness in the stock*" His 
12 - month target for Chipo¬ 
tle is 11 日 , based on improved 
restaurant traffic and cost - 
efficiency- 

Dominic Silva of Value 
Line says the stock is a 
timely buy and lauds its 
operating margin of 26%, 


JOHN BEAN 
GETS ROLLING 

STOCK PRtCE (DOLLARS) 
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These Machines 
Are Humming 

lolin Bean Technologies 
(JBT}, spun off by FMC 
Technologies in July 2008, 
is a little-known leader in 
food-processing equipment 
and airline 呂 round-support 
services, John Bean shares 
are taking off, leaping to 
16.40 on Oct. 28, up from 
5*85 last Nov. 20 ‘ 

The company "has a well- 
established global base of 
customers, which translates 
into a big recurring revenue 
stream," says A 1 CaxdilU 
of research firm Spin-Off 
Advisors* John Bean's food 
processing unit accounts 
for 61% of sales, and its 
AeroTech division, which 
makes aircraft-towing gear 
among other equipment, 
generates 39%. Gary Farber 
of CL King 色 Associates, 
rates the stock accumu¬ 
late and says John Bean's 
machines sterilize over 50 婚 
of the world，s canned foods, 
freeze more than 50% of its 
frozen foods, and squeeze 
75% of its citnis* He expects 
earnings of $1 *03 in 2009 
and $1,14 in 2010. IBWI 
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COUNTRY CLUBS: 
STUCKJN THE ROUGH 

From the day it opened its gates 1111998, Superstition Mountain 
Golf and Country Club was one of the "it" clubs in the Phoenix 
area. Boasting a Spanish Colonial clubhouse and a pair of Jack 
Nicklaus - designed courses with majestic mountain views, 
the club exuded an air of wealth and success* And because Su¬ 
perstition Mguntain was the host course fora popular Ladies 
Professional Golf Assn, tournament, its members got to hob * 
nob with siich stars as Annjka Sorenstam--a perk that made 


By Dean Foust 

Golf courses across 
the nation are in crisis 
as memberships 
and money dwindle 








writing a $100,000-plus initiation check a little easier. 

But as the economic downturn suddenly made a club 
membership seem more extravagance than necessity, Su¬ 
perstition's luck took a turn for the worse. With membership 
slipping and the developer behind the club and the adjoining 
residential development suffering his own financial prob¬ 
lems, Superstition's lenders foreclosed and now plan to sell 
the property at auction this December. What happens then 
is anyone's guess, given that Superstition Mountain has only 
about half the 780 members originally envisioned, "It，s just 
not feasible that the members take it over at this point," says 
Keith Bierman, the court-appointed receiver for the club* 

For generations of golfing executives, joining a private club 
not only provided a venue to entertain clients but also served 
as a validation of their success. Now the economic down¬ 
turn has created an existential crisis for many of the nation’s 
4,400 country clubs* To be sure, elite clubs such as Augusta 





National, Sliinnecock Hills Golf Club outside New York City, 
and Riviera Country Club in Los Angeles remain impervious 
to the current downdraft, as do many of the most established, 
old - money clubs across the country. Hammered hardest are 
the thousands of middle- and lower-tier courses, as well as 
many, like Superstition, that sprouted throughout the Sun 
Belt during the past decade. Already, dozens are in foreclo¬ 
sure, And according to the National Golf Foundation (NGF), 
as many as 15 嘶 of the rest say they’re suffering serious finan¬ 
cial problems. Among the troubled are such venerable clubs 
as the Country Club of Lansing, Mich*, and the former IBM 
Heritage Country Club outside Binghamton, N.Y., both of 
which are in foreclosure. 

The pain isn’t over, either. The number of golfers belonging 
to clubs now is down to 2‘i million—900,000 below the peak 
in the early 1990s* Experts such as consultant Jim Koppen- 
haver, whose Buffalo Grove (IlL) firm, Pellucid, monitors the 
industry, believes at least 400 — and worst case, 1,000—pri-* 
vate clubs will have to close, convert to public play, or be ab* 
sorbed into healthier clubs before the carnage is over* "The 
whole country club model is at risk," says Koppenhaver* But 
"for a lot of golfers, the value proposition of belonging to a 
club is hard to pencil out." 

While it would be easy to ascribe the clubs > woes to the eco¬ 
nomic Crisis, experts say the seeds were planted in the early 


19 90s, when Congress enacted tax reforms that eliminated or 
reduced the ability of club members — and, more practically, 
their corporate employers—to deduct club dues as a business 
expense. That raised the effective cost of joining clubs and gave 
rise to a new breed of upscale public courses some executives 
view as suitable, and cheaper, places to entertain clients* So¬ 
cietal changes had an effect as well. While earlier generations 
of men viewed their clubs as weekend sanctuaries from work, 
if not from the wife and kids, many executives in their 40s and 
日 os are opting to spend their weekends not on the course but 
on sports fields coaching their kids' teams ‘ 

SUDDEN SHORTFALLS 

The clubs themselves share the blame for their plight. Some 
took on huge loans to fund extensive renovations to courses 
and clubhouses, racking up debts they are currently strug¬ 
gling to repay. And while 500 of the clubs surveyed by the 
NGF say they’ve been running at a deficit, experts believe 
2010 could claim even more victims. Most clubs give mem¬ 
bers a certain window each fall to suspend or shift to a cheaper 
plan in the coming year, and experts say many are doing just 
that. "There are clubs that are finding out right now that 
they’re not going to make it next year," says David Shaw, a 
Greenvale (N.Y,) consultant to clubs. 

To plug these shortfalls, troubled clubs are resorting to a 
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variety of measures* At the roughly 500 clubs that told the 
National Golf Foundation they were suffering serious finan¬ 
cial problems, heavy membership losses were akey culprit. As 
a result, 90 嘶 reported they had tried recmiting new members 
with discounted initiation fees—and some, such as In wood 
Country Clubj a 108-year-old establishment on Long Island, 
N.Y., have waived their initiation charges for golf members. 
Others are merging with neighboring clubs to cut labor costs, 
which account for about half the expenses at an average dub. 
That allows the clubs to share the cost of abooldceeper, food- 
service director, and other staff- In Cleveland, two clubs facing 
declining memberships—Sand Ridge and May 石 el 过 一 merged 
three years ago, a move that enabled them to slash overhead 
enough to keep both courses. But with their combined mem- 
bersliip down from more than 700 to 550 in the years since, 
the renamed Mayfieid Sand Ridge Club is entertaining ap¬ 
proaches from other clubs looking to merge their way in, too. 
"We're doing fine, but we,re still looking for anything that 
would help our dub," says Jon Outcalt^ Mayfield’s president. 

TEED OFF 

Despite their best intentions, some of the clubs’ efforts to 
stay afloat have current members grumbling. The offenses 
include opening the banquet rooms to outsiders and rent¬ 
ing the courses for corporate outings and charity events. Not 
surprisingly, a number of the disputes involve money—and 
lawyers. At some clubs, members have sued when the clubs 
dragged their feet on refunding their initiation fees until re - 
placement members are found, a process that can take years 
at struggling clubs* In Lexington, Ky ‘, seven members of the 
University Club of Kentucky filed suit in 2003 after club of¬ 
ficials slashed the initiation fee from 《 12,500 to as little as 
$6,000, That, said members, violated the club，s vows that 
the value of their memberships wouldn’t decline. While the 
club aiid litigants reached a private settlement, Randolph Ad- 
dison, a Dallas attorney who specializes in private-club mat- 
ters, says the courts usually uphold the right of private clubs 
to alter their fees. 

In the end, some industry insiders believe the long-term 
solution is to reinvent the country dub, moving beyond golf 
to a broader array of services that meet the changing needs of 
younger members. In San Clemente, Calif-, the once-bankmpt 
Bella Collina Towne & Golf Club has sold 120 new member¬ 
ships in the past six months by adding pilates, karate lessons, 
and even a vegetable garden {for the restaurant) that members' 
kids help plant- 

On the golf course, Bella CoUinanow offers a free junior golf 
program and permits members to take lessons from the dub ,s 
instructors at no charge. That last move created turnover 
among the teaching pros, who viewed the cash from paid les- 
sons a 占 a perk of the job. But club officials say the gesture has 
helped get more mothers and children out on the course with 
their fathers, "The country club has to evolve and become like 
piazzas in Italy, the town square where families—and not just 
the men who are 呂 olfing—meet on weekends," says John G. 
Fornaro, one of the investors who bought Bella Collina last 
year. That's good advice, but it may be coming late to clubs 
where the wolf is already at the door. 1 BWi 
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TO JOIN 邮 
NOT TO JOIN? 


Country clubs are offering sweet deals, 
but check the details 


Joining a golf dub has 
never been more afford¬ 
able. Many are slashing or 
even waiving in 剛 ion fees. 
Others are offering trial 
memberships ihat allow 
newcomers to get in for up 
to three years just by paying 
monthly dues. But those 
deals sometimes reflect dire 
finances, $0 before you sign 
on the dotted line: 

REVIEW THE BOOKS 

Clubs must provide 
members wiih audited 
financial statements each 
year. Ask for copies for the 
past five years. If ihe club 
refuses, that could suggest 
the problems run deep, 

If they comply, be wary 
of operating deficits that 
might portend a future fee 
hike or "capital call'Also, 
check how much income 
the dub gets from outside 
sourc 坛 s such as renting 
the ballroom for weddings 
or the course for corporate 
outings. Under IRS rules, 
clubs can’t generate more 
than 15% of revenues from 
outsiders without putting 
their nonprofit status at risk 
If the percentage is rising- 
starting to bump against the 



15% cap—that could signal 
shortfalls down the road 

LOOK AROUND 

Are the fairways spotty, 
the greens and bunkers 
losing their shape? Do 
the electric carts appear 
overdue 干 or replacement? 
All are signs the club could 
be stinting on upkeep to 
balance its books. 

GATHER INTEL 

Rival clubs are oftsn eager 
to dish about the competi¬ 
tion. Tour nearby clubs, if 
only to gather intelligence 
about the one you're looking 
to join. Does the club churn 
through leaching pros? Are 
its fees out of line with the 
market? Rivals know, 

READ THE FiNE PRINT 

Some membership contracts 
run to 70 pages, but scrutinize 
them to the end. That could 
prevent nasty surprisesi 
such as waiting months — or 
years—to recoup your initia¬ 
tion fee if you ever leave. 

HOPE FOR THE BEST, 
BUT … 

Some clubs that didn’t build 
up reserves to weather the 
current storm are imposing 
capital calls on the remain¬ 
ing membership, either to 
cover unexpected expenses 
or service debt. So budget 
accordingly, in case you're 
asked to pony up a few 
thousand on the spot 








401 (k) plan in distress. Who has a smarter solution? 



PRUDENTIAL RETIREMENT 



• 85 years of retirement plan experience 

* Serving nearly 5,000 organizations* 

• 3.7 million participants and annuitants* 

* $160 billion in retirement account values* 



CONTACT 

George Castineiras, Senior VP, 
Prudential Retireme 化 at 
860-534-2539. Download 
our free 哈 port on encouraging 
better retirement outcomes 
at www.pfudentialxofn/ret 


Your employees are sending out an SOS. Can your 401(k} plan 
help them navigate an uncertain financial world? Will it g 有 nerate 
the retirement income they expect and need? Prudential has 
innovative solutions to help employees achieve better outcomes, 
with guaranteed retirement income for life and downside income 
protection along the way. Redefining the path through retirement ： 
one more reason PRU is The Rock® your company can rely on. 


RETIREMENT SERVICES 


INSTITUTIONAL ASSET MANAGEMENT 


GROUP INSURANCE 




Prudential 

Growing and Protecting Wealth* 


Who? 

PRIL 


◎ 2009, *As of 6/3D/09. Guarantees are based on the claims-paying ability of the insufance company and are subject to certain limitations, terms and conditions. 
Investment options issued by Prudential Retirement Insurance and Annuity Company (PRIAC), Hartfordi CT ‘ Prude 怖 al Retirement and Prudential are registered service 
marks of The Prudential Insurance Company of America, Newark, NJ and its affiliates. Prudential Retirement is a Prudential business, 0162752-00001 -01 




































(WELL, NOT IN TERMS OF 
HEIGHT, OF COURSE.) 


what the Gecko lacks in stature he certainly makes up for in ability. In fact, under the ownership of 
Warren Buffett s Berkshire Hathaway Inc, he’s helped GEICO rise to become the nation’s third-largest car 
insurance company. Of course, the fact that GEICO has been helping people save money on car insurance 
for over 70 yea 口 hasn't hurt either. And when it comes to financial security, GEICO is consistently ranked 
"excellent" or better by independent experts. But even though it’s not common practice to have geckos in the 
highest levels of business, this one inspired three million drivers to switch to GEICO last year (and never 
missed a day of work). Perhaps proving that you can be both big and small at the same time. 


GEICO is the third 相巧 est private passenger auto in 如 r 针 in the United States based on 200S market share data as reported by the National Association of 
Insurance Commissioners^ March 2009, At December 31^ 2008 Government Employees Insurance Com party had admitted assets of $12,5 b 川 ion, and policyii 日 Id 針如 r plus of 
$4.1 billion [iixiud 峭 $33.4 million in paid up c 叩 ital stock). Total liabilities were $S,4 billion, including 串 7 .了 billion in reserves. Additional information is available at: 
http://www 4 eico.com/about/corporate/financiaMnformation. Government Employees insurance Co. ■ GEICO General Insurance Co. • GEICO Indemnity Co, - GEICO Casualty 
Co. These companies are subsidiaries of Berkshire Hathaway Inc, GEICO: Washington, D.C. 20076. GEICO Gecko image © 1999-2009. ©2009 GEICO 
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BOOKS I ADRIENNE CARTER 

An Ambitious Look at Wall Street's Convulsions 


A New York Times reporter brings the drama alive with unusual inside access and compelling detail 



There's no paucity of books about the financial crisis. Journalists ， 
academics, economists, and pundits seem to have chronicled every 
event surrounding the drama on Wall Street. Some bite off just a 
piece, as did Wall Street Journal reporter Kate Kelly in Street Fighters, 
which looks at the last three days of failed investment bank Bear 


Stearns. Others, such as journalist 
Duff McDonald’s biography of JPMor- 
gan Chase CEO Jamie Dimon, Last 
Man a 打出 ng, consider a single play¬ 
er's role. And a raft of works chronicle 
the roots of the meltdown, including 
the forthcoming How Markets Fed! by 


New Yorker writer John Cassidy, 

But Toa Big Too F 加 by New York 
Times columnist Andrew Ross Sorkin 
is among the first to tackle the broad 
crisis, starting with the days after JP- 
Morgan agreed to buy Bear and ending 
shortly after the government decided 


to inject tens of billions of dollars into 
the country's largest banks in Octo¬ 
ber 2008, The book is exhaustive—if 
somewhat exhausting in its length— 
and details the fascinating interplay 
between Wall Street and Washing¬ 
ton in the eight critical months that 
brought the financial system to the 
brink of collapse, 

Sorkin’s reporting chops show. He 
interviewed more than 200 people, 
spending some 500 hours with top 
government officials, Wall Street 
luminaries, and others privy to critical 
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moments. He also gained access to per¬ 
sonal e-mails and confidential docu¬ 
ments, Among these is the resignation 
letter Lehman Brothers CEO Richard S. 
Fuld sent to the chairman of the Federal 
Reserve of New York, relinquishing liis 
position on the regulator's board in the 
days before the investment bank filed 
for bankruptcy- 

Asa result, readers feel as though 
they're in the midst of the action. 
Sorkin recreates intimate conversa¬ 
tions and high-level discussions* For 
example, the author describes a Sat¬ 
urday morning meeting in July 2008 
at the Rye (ISLY.) mansion of Morgan 
Stanley chief John Mack, during which 
Lehman's Fuld drops hints about the 
possibility of a marriage between the 
two firms. After Fuld departs^ a bewil¬ 
dered Mack asks: "Was he offering to 


merge with us?" Obviously no deal was 
ever consummated^ and Lehman went 
under just two months later- 

The author seems to enjoy unusual 
access to sources. For instance, Too Big 
to Fail contains little-known accounts 
of how legendary investor Warren 
Buffett dispensed homespun wisdom 
to top Wall Street chieftains during 
critical moments. We read that talks 
between the Oracle of Omaha and Fuld 
over a potential investment in Lehman 
fizzled out in March 2008. Months 
later, we learn, Buffett sent 过 four- 
page letter to then - Treasury Secretary 
Henry "Hank" Paulson, outlining how 
the U.S ‘ could buy up banks' toxic as¬ 
sets and make that effective- 
Despite its 600 pages, Sorkin’s work 
is highly readable and easily under¬ 


stood. Amid the detailed 
account of events, he 
weaves in quirky per¬ 
sonal details and amus¬ 
ing anecdotes about 
the main characters 
and supporting players. 

These don't necessarily 
add a lot of insight, but 
they do keep the story 
lively—and make the 
work appealing to an 
audience wider than jus t 
WaU Street buffs. 

In one instance，a longtime col* 
league of Paulson describes hi 阳 as 
having no social skills- The point is 
later illustrated in a sunimer staff 
meeting at the Treasury Secretary's 
$4,3 million Washington (D.C.) home. 
When Paulson’s wife internipts the 
gathering to offer re- 
freslunents, Paulson 
shoos her away, say¬ 
ing "they don't want 
anything to drink," 
When she returns 
with water anyway, 
nobody takes any for 
fear of crossing their boss. 

These strengths, however, may also 
be the book's weaknesses. Events are 
still fresh in the minds of those who 
have closely followed the financial 


crisis since 2008—and 
readers may feel iittle 
need for such an in- 
depth look right now, 
Some passages may 
even seem familiar, 
Sorkin relies heavily on 
magazines, blogs, and 
newspapers, include 
ing his own report- 
ing for The New York 
Tunes. The "notes and 
sources" section runs 
to nearly 40 pages. 
There’s also plenty 
of overlap with 
other accounts 
of the crisis: 
Several stories 
about Lehman, 
for example, also 
show up in 
A Colossal Failure 
of Common Sense by Lawrence G- 
McDonald^ a former vice-president 
at the investment bank, and Patrick 
Robinson, co-author of the recent 
best-seller Zone Survivor. 

Still, Too Big to Fail may have more 
staying power than other works. It 
could easily end upas required read¬ 
ing in college history or business 
courses—once the smoke has cleared a 
few years from now. « BWi 


Business 


I Exchange 

Read, save, and add content on BW's new Web z.o topic network 

TV Broadcaster vs. Print Reporter 

An item on media gossip blog Gawker.com describes a spat between 
CNBC's Charles Gas pari no and Too Big to FaW author Andrew Ross Sorkin. 

In his book, Sorkin writes that Goldman CEO Lloyd Blankfein was "so disgusted 
with ... Gasparino's ■ rumor-mon 目 ering" that he switch 如 off his office TV in 
protest. Gasparino, whose own book on the financial meltdown is due out 
Nov. 3, claims Sorkin misquoted Blankfein. 

To read the item, goto http://bx.b u si ness weekcom/g o I d m an-s ach s/ refe re nee 



Those who’ve followed the crisis closely 
may not need such detail, but th 尽 book 
could be required reading in colleges 



Too Big To Fait The 
Inside Story of How 
Wail Street and 
Washington Fought 
to Save 化 e Financial 
System—Bnd 
Themsefves by 
Andrew Ross Sorkin ； 
Viking: 600 pp ，： 
$32.95 
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TECH & YOU I STEPHEN H. WILDSTROM 

Touch Moves to the Big Screen 

Windows 7 is enabling PC makers to incorporate iPhone-inspired touch features 



Tap doesn't look like the future of personal computing the first time 
you see it. A mindless little game that resembles an abstract version 
of Whac-A-Mole, it hooks otherwise rational people into touching 
colored dots on a screen in order to make them disappear. The dots 
come fast and furious, forcing you to use all your fingers to keep up 



—until you suddenly realize your fin¬ 
gers are no longer mere substitutes for 
a computer mouse. They are the basis 
fora much more natural way of work - 
ing with objects on a screen. 

Tap, part of a set of applications 
called Snowflake Suite from Swed¬ 
ish startup Natural User Interface, is 
designed to show off the capabilities 
of a new generation of multitouch dis¬ 
plays. With the launch of Windows 
major computer makers are introduc¬ 
ing multitouch-enabled versions of 
laptops, all-in-one desktops, and 
monitors. I tested touch features on 
one of the first products to reach the 
market, the Lenovo ThinkPad T 40 OS 
(around ^ 2 , 000 , about a 卖 225 premium 
over a similar model with a conven¬ 
tional display). 

Windows 7^ like its predecessors, 
is designed to be used with a mouse 
and keyboard, and its user interface 
really doesn’t go out of its way to 
deploy touch as much more than a 
mouse substitute. But the software 
includes the ability to handle up to four 
simultaneous touches and process a 
repertoire of standard touch gestures 
including scrolling, rotating, stretch- 
ing, and shrinking. 

By baking multitouch support into 
the operating system this way, Micro¬ 
soft has taken a powerful step forward. 
It has allowed programmers to focus 
on the creative aspects of new applica¬ 
tions, rather than the basics of touch. 
All developers need to do is reach 
into the toolbox that Microsoft has 
provided in Win 7. Building multitouch 
into the software also means the new 
过 pps will all use the same set of ges¬ 


tures, avoiding a huge potential source 
of user confusion. 

The makers of touchscreen- 
equipped PCs also are doing their bit 
to make the technology useful. Lenovo 
includes a feature called SinipleTap 
that provides touch controls for basic 
functions such as screen brightness 
and audio volume. Hewlett-Packard 
has developed a multitouch photo 
manager, media player, and other apps 
for its TouchSmart all-in-ones. And 
Microsoft provides a free Touch Pack 
for Windows 7 that includes some 
simple multitouch games and a nifty 
tool for creating photo collages* 

It's going to take a bit of time for 
software developers to move beyond 


what are basically demos, but the pos¬ 
sibilities are intriguing. The iPhone 
has already shown the potential for 
multitouch games, which could be 
even more interesting on the bigger 
display of a laptop or desktop. A forth¬ 
coming version of Space- 
Claim Engineer, a high-end 
design program, will allow 
3D rotation of a model by 
touching one finger to the 
point you want to use as a 
pivot and rotating the draw¬ 
ing with a second finger. 
Many creative tools, such 
as photo editing or draw¬ 
ing software, will be greatly 
enhanced by multitouch. 

As is usually the case, 
hardware advances are 
going to come ahead of the 
dazzling software applica¬ 
tions. For example, falling 
prices for multitouch laptop 
and desktop displays (the 
former mostly using tech¬ 
nology from Israeli startup 
N-trig, and the latter 
maiiily from New Zealand's 
NextWindow) are the chief 
reasons we will soon see 
multitouch on lots of mainstream 
PCs, even though applications are still 
relatively limited. 

The advance of touch was slowed for 
years because software makers were 
stuck on the idea of using it for mouse 
replacement and handwriting input* 

It is now pretty clear that touch won^t 
supplant keyboards and mice for text 
input, editing, and certain other tasks. 
But with multitouch displays becom¬ 
ing both good and quite cheap, a major 
transition will soon be under way. IBWI 
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Howto reach BusinessWeek 

LETTERS FOR FEED 回 ACK 
We prefer to receive letters via 
0 -ifiail, without attachments. Writers 
should disclose any connection or 


巧 latio 版 hip with the subject of their 
comments. AIJ tetters must include 
an address and daytime and eve¬ 
ning phofte numbe 松 ‘ We reserve 
the right to edit letters for clarity 
and space and to use them in all 


electronic and print editions. E-mail: 
bwreader(§ businessweek.com 
Fax ： (212) 512-6458 


BUSINESSWEEK.CO 叫 
The full texts of BusinessWeek 


THE DOLLAR 
CRASH SCENARIOS 


Would a crash of the dollar revive U ， S. manuf acturing ? Or make America just 
another inflation - ravaged nation? And is the chance of a dollar crash so remote 
that writing about it constitutes trashy journalism? We heard from readers 
with all three points of view after publishing "What Happens If the Dollar 
Crashes" {New Business, Oct. 26). The story also prompted a letter calling for 
replacing the greenback with a single global currency. -Peter Coy 


There is nothing better 也 an 
[the] LLS- dollar collapsing. 

Screen name: Good for US 
manufacturing and US workers! 


Wliat happens if the dollar 
crashes? We repudiate free 
trade. We put Americans 
back to work making things 
again. 

Screen name: 

Josiah McGuffog 


TheU.S. 
electorate has 
demonstrated 
that, given a 
choice between 
sacrificing the entitlements 
their political leaders have 
promised them and allowing 
the Treasury or the Fed to 
borrow and/or print what¬ 
ever is necessary to prop up 
the house of cards, the latter 
course will always prevail. 
Screen name: ted in pdx 


"What Happens If the 
Dollar Crashes" looks like 
the cover of the National 
Enquirer^ The dollar is well 
within [an acceptable] 
range, given the state of 


interest rates and GDP. The 
story failed to mention that 
no one is betting heavily 
[on] long-term decline. 
{See: "futures market.") 
Screen name: lobby 


Is it time for Business Weefe 
to consider the future 

implementa* 
tionof asingle 
global currency, 
managed by a 
global central 
bank within a 
global monetary 
union? As [for¬ 
mer Fed Chair¬ 
man] Paul Volcker wrote: "A 
global economy requires a 
global currency ‘" And such a 
currency c 辽打 , t be managed 
by one country. 

Morrison Bonpasse 
President 

Single Global Currency Assn. 

NEWCASTLE, 

TAX REFORM_ 

SLIGHTING AMERICAN 
WORKERS _ 

Regarding "Inside the 
Business War Against Tax 
Reform" {In Depth, Oct. 26): 


Apparently some politicians 
believe that U*S, multina¬ 
tionals resisting tax reform 
are representing the best 
interests of the American 
worker and economy. I work 
for one of these companies. 
It is eliminating higher- 
paying jobs in the U.S. and 
Europe in favor of creating 
jobs in lower-cost areas 
and using charges against 
earnings (which lower its 
effective tax rate) to finance 
severance packages. If tax 
authorities want to know 
wliat's best for the U-S. 
worker, they should speak 
to one, 

Patrick Riley 

CHICAGO 

PRODUCT PLACEMENT 

COMMON SENSE, 

NOT REGULATION 

Free Press, the activist group 
that is "waging war on prod¬ 
uct placements," needs to 
lighten up ("Blasting Away 
at Product Placement," 

W1 址 s Next, Oct •琳 The 
McDonald's McFlurry bit on 
30 Rock was a spoof! That 



and 8wsmessWfee/f Top News ， 
as well as Business Week archives 
Starting tn 1991. are available on 
the Web at bysinessweeltcom 
and on America Online at 
keyword BW 


show often mocks the use of 
blatant product placement, 
Vm capable of determin¬ 
ing the motivations of a 
show's producers, and I 
share these insights with 
my children, who "get" that 
advertisers are motivated by 
profit. Thanks for your con¬ 
cern, but I do not need any 
more FCC protections. 

Bill S pi I ter 

MARIN COUNTY, CALIR 

EMPLOYMENT_ 

NOT HAPPY 

TO BE tosr 


"The Lost Generation" (In 
Depth, Oct. 19} doesn't offer 
any advice to young people 
in search of employment, 
Asa sophomore in college 
studying business, I am tak¬ 
ing advantage of every op¬ 
portunity—joining business 
organizations, networking, 
and applying for intern - 
ships, I understand that 
youth unemployment rates 
are especially low, but this 
article included no success 
stories and was discourag¬ 
ing to me and others, 

Sarah Crowley 

NORMALJU. 


CORRECTIONS & 
CLARIFICATIONS 

"Debt Watch in Dubai，（In 
Depth, Nov. 2) mistakenly 
said Abu Dhabi is northeast 
of DubaL It is about an hour's 
drive southwest. 

"The App Economy。(Cover 
Story, Nov. 2) misspelled the 
name of the founder of tech 
startup Zynga, He is Mark (not 
Marc) Pine us* 


BUSINESSWEEK I NOVEMBER S, 白 009 






















BusinessWeek 


閒 MP 加 lY INDEX 


This index gives the starting page fof a story ar featufe 
wi 化弓 5igfU 巧 c 百 nt reference to a com 目 any. Most suijsld 泪 ries 
9 巧 indexed under ihm own n 耳讯 6 左 
Companies listed only in tables a 化 not included 


A Abbott (AB DsS 
AHCfDIS)30 
Aciion tcononi ics 34 
AIG(A1G)6 
Alcoa (AA) 34 

Al 向 Ro 口化甘 6,u 

AMD (AMD) 6 
Apple (AA PL) 27,30,巧 
Appkbee's (灼 N) 巧 
Associated Ganc-Cofp (ASBC) 62 
Am 下仍巧 
j\ugustaNalional66 

Autodesk tAnSK) 34 
Autoliv (ALV) 14 

AuxiliuTT] (AUXL)5S 
B fi3idu(RrDlJj6 
Bank of Georgia40 
Bank of Gibson 4 日 
Barclays Capital [BGS)6] 

B 山'巴" Funds 56 
BB& 下邮了)仲62 
BearStiiarDsy] 

Rdla Colli rta 66 
Best Buy(BJ 3 Y 巧壬 

Bl 曰 oi"b’erg 壬耳 
BMW 21 
Boeing 化 A} 46 
Burl IM^onNorthern (BNI) 白 1 
C Gemex(GX)z 0 
Cerl 化 rw Capital 21 
Chi na Mobile (Cl IL) ss 

CWpol leMe^iiean Gdll (CM W M 

Chi*j^sler 6,22 

Gi 化 ofCSCO)65 

Cr,King6s 

CNBC 13,71 

CNWM 孔 keiin 趴 

Cofoo 52 

Colli nsSlewiirt 6j 
Counterpoint Select 忙 P [巧巧 65 
Credit Suisse 
C 说阳铺 )61 
C,V, Starr 6 
D r>dmliir(nAr)2z 
Deepwat er Wind 53 
Della Credit Unbn 马 0 
DeuLscheUank(DB) 55,56 
DirecTV (DTV)&J 
Ddlar General 40 
Drea mWorks (DWA) 13,50 
Duba i World 5 6 
Dunkin' Brands 

E Eas1miUiCheinka]<EMNJ.34 
EleclronicArhtERTShg 

r：；ndo(ElNDP)5H 

riitjn 22 

EnvisLoTieefingl/ 

F F 及 M Rank 24 
Fiat (FJArY)6,22 
First American 〔，円 加峭 c 34 
FfrsiCltyBank40 
First C 円 weta ba nt 40 
First, Georgia 40 
1 itch Ratings 56 


Flo D 如邮 9 

I’MC Technologies (FT!) 65 
Ford(F) 6 
Fox (NWS) JO 
G Galleon Group 6 

Game 貝 h 凸 w Network 61 
GartneHlT ) 巧 
G 3wker.com 71 
CE(GE)46 
Geely6 

Genera] Mnto 口 23 

Gilman t 111 ! Asser6l 
Global foundries 6 
GM AC Financial 6,12 
Goldman 相 ch 巧怕引了 i 
Google fGOOG) 6, 27, 巧 
H 1 lansd Z2 

Hewlen-Padcard(HPQ)73 
tLJ.tMnz(HNZ)6 
irrc]7r 巧 

I IHS Global Tiisigluaa 
IMSl]eaJth(K ： X ) 巧 
nSIGfING)6 

in wood C ouiitry Club 6 6 
iShares Dowjbn 切 U , 扎 Regional 
(]AT)6a 

rrcHoMiDg5fnc)53 
i Janu.^ High-Yield (JAHYX) 64 

JefFcriGS 邮叶 2 白 

Job II 円 t 叫 Tedindo 臣 iw (JRTj 65 

John I lancockRjegional Bank l und 

tFRBAX)62 

[olinson & Jolinson UW) 34 
Jones Lang LaSalle(JLL) 19 
J PMofgan Ghii^e (JPM)7i 
K Keefe KmyeLtc 60 

Kleintjr Perkins 59 

KliiiTi ltersh34 
L Lancfa 互 3 

[‘e 呂 gMasoiHl,M )6 
Lenovo tLNVGV) 73 
UiUhoM Group 26 
Liberty Entertai ii m ent (LMUlAJ 61 
Upper FM [站 
Lloyd's 日 anfcm 巨 (LYG) 6 
1 lOcklieed Marti n " ,M T ) 46 
MMarveHMVTJso 
MasterCard SMA)6o 
Maverick Food 52 
May field Sand Ridge Club 66 
McDonald's ^MCD)52,74 
MedmGenerd tMKG)6 
Merck (MKK) 34 
MerrHl [‘ynch (HACiz 小 Ai 
MCM Mirage (MGM) 56 
M icrosofl(MSFT ) 犯妃巧 
Morgan Sta nley (MS) 71 
Mofningstar (MORN) 64 
MolomlafMQT 时 
N Natural User interface 73 
NBC Universal 50,50 
Nelflix(NrLX}J 3 
New Castle Funds6 
Kew YorkTimes (KYTj 6 


Next Window 巧 
N ielsen 30 

Norfolk Southern (NSC) 61 

N-tri 呂 73 

OOgfbyA Mather 
P ParamoiimfVlA)l3 
P 化 WorldHigh Yield (PAX HX )64 
Pellu 加 66 

化姑 rfPl’li)H ，58 

Pix^r Animation 50 
PNC Financial (PNC) 白 3 
P foe ter 及 Gamble fPG) 50 
PSEG(PEG)S 3 
R RBS(RB 引 6 

Re 。！ Capital Analytics j9 
Redbojt" 

Regions Fi modal fIlF)6z 

KinlscrGroupzS 
KippleWDodlloldfngs 12 
R ivermark Comm unity C tedjt 24 
Rh im Country Club 66 
Rob 针！ W,Bii{rd65 
R 曰] 1s-Rovce(RYCEYM 白 
S 百孩咕化 
Scheriiig-l 】 1 o 叫 h (S GP) 3 4 
ShinnecocklJllls Golf 6 白 
Smith field I oods (S KD) 52 
Sol vay Pharmaceuticals 58 
SPDRKBWUegjona] B 边 nkm 旦 
fKRF.)62 

Spin-Off Advisors 65 
Sprint Nejdel 制巧 
Stars En tertain ment 61 
S ilperstition Mou nlain Golf 66 
T Texas 1 nst mments (I'X N) 34 
Thomas Weisel 58 
Tfffilly(TIF)6 
TfVofTIVQ)30 
TrknFuna6 

X R 饥化 PnccH 喊 i-Y 间則 PRH 丫 } O64 
TSMfTSM)6i 
^953 Analytics 27 
U U BS (UBS) 28.61 
Union Pacific fUNP)6] 

United Bank4a 
as. Bancorp [lj^Bj6z 

V ValueUm^VAIlj )65 
VerkwWV 到巧 
Visa fV) 60 

Volvo 6 

WWal-MarMWMT) 5 i 

Walt Dbn 巧 (DISM 3.50 
Wedbush Morgan S 旣 uHl ]‘es 々 S 
Wend 州 WEW6 
WeslameH 扣 Bancorp |WABG)62 

Wyeth M 

Wynn Resorts (W、N N) 56 
X Xera.'s 59 

Y VahooUVlJOOJss 
You l ube (C 00 G) 55 

Z 巧 T 枠了 4 


BusinessWeek (lisps 0 目 '"xk)) 

NOVEMBER9,?009(ISSN0007-713&) STQ ISSUENCU 巧 4 

阳 tikt 田 rd WQ 刪 , 曲 espt I" i 押 ue in Jan 叫 " ， F 日 bru 町 Ward L July arvJ 

Augiu^r by 1h 田 McGfaw-HII Inc. RHi,,der; Jan 邸 H. McQraw 

118^0-1940). Phritrflcal 耳 p 曲 wu paW W Nw Yctrfc. N'Y'. ai 田棘 li 口円 al 
In 加 I 巧 citikia*. 

Ejs&CMtwe, [ 加 0 抽 1> OrcudaUo 化 aiKJ A 巾巧 rbsi 响 Offices: Tlw MuGraw-Hill 
Companies BuMing I 巧 1 Avnnin? of ifw .ftmarioas. N 冉 w Vorfc, NT I 日 0 的. 
Tsl^ 材 KJ: 2 1。‘日1 由‘。日。百' 

Postmaster: Sniid addwM chwi 白化 to Bu 细 ’w 州"。片 P-O ‘ 日 w 841 日. Rtid 
Oa、lA 513。 1-1410. Canada Ptasl Publiealion Agwemonr iMumtunr 
4001。百 01- Rflium uiid«litfirfiflbl« Gwiafi 出 1 addm 柳 aro DHL Global M4il.. 
35& Admtal 田 vd-Unir 4. Mitisis^yiugs. ON LST 化 1. Dnsil: bwlccuslaiifv@ 

c 戊 ituUjllmanl.nom 

R 咕帕 red tarG 百 T w Ilia MtiGra 如 Hill 10 亡径 ST #R 1 城巧 6 的日 . 

Cwr 冲 I 2000 by Tlw M ( 田 ContpaJiiBi^ Ihe M 巧化帕 larveift. 

TiHr wgisi 冉 wd in U S. PqinfU 研怕化 Europiftaii Cirwlaii 日 " oriice, McGraw- 


Hill Houaft, Stw 片 iJ 加诉口 Rwd 贿 id 但 nliff 马 d. 目 wkvS 比由 OL. Erkg^and. 

Td^lwfw +44 (0> 1820 503900: *44 似 1628 630545. 

Office 巧 of The Me 口 raw-HHI CompanlM, Inc.: Hardd W. McGrjw III, 

ClHirma 巾 PkBMffenl, and CtiM Ejiflnuirvtr 0 折 [»[ KemBlli M. Villar, Em 四山 w 田 
Vice P 阳加训 aM 知 iieral Cauijwji Rohwi J. 白 aha 北， 巳圳 山怕 VJ 仙 
and Cliiel Offtow ： BizabuBi CM^Ia. Swiior W 畑 Prtrsidflfii 

細呵 Op^iraliorre 

Sfngt' 日亡 opy&lBs:'CEd| 白 00‘ 叫日 ‘ . 阳 87 Cr 田巾加 ' h 出 2WQtik ： ^rnTnbtjnc.ccm. 
SubscriibBr Call 曰 OD- 。 日‘]扣口 （it log oTil 口 CHjr Whttu^ila: I" 中 

w^w.buijr—ssfw 口。 k com/txj sta" hva nape, him 

Pbotooopy PerMvisVi …; 佩 "o n 脚 ^ssutry, (.-Hjmiisaofi is* graniMI 崎 eof^jglif 
cmiwior iiioae recj^iefed Willi Kie Copyriglu Clcwia" 化 。邮牺记 CO), S23 
R 脚 Wood Drive, Dwtup 化 MA 口 1 白田日 utamai li a CCC ar i 邮疫田阿址 ffi. 
Custom Repfinh: Rn rajstnmizW biJk mprints ol 日 usjnwsWwk aitidss, 
™nl 姆 tlw y<3S GrcHJp al 8 日 0-3 日 0- 巧 40 or omail; txjsinesswwkropFinlwg 
ifwY 從 g'nJUfi 曲 m 

PRINTED IN THEU.SA 


PRIVACY NOTICE 

Occasionally, and subject to 
applicable laws, we may share your 
name, address, and e-mail address 
with other units within The 
McG raw-Hill Com pan les wh ose 
products or services we feel may be 
of interest I 口 you. We may share this 
same information with other 
reputable companies for the same 
purpose. Many of our subscribe 惊 
find these promotions valuable, 
whether they are shopping for new 
servic 白 s or taking advantage of a 
special offer. 

Please be assured that we take 
your concerns about your privacy 
seriously, and we intend to take 
every reasonable effort to protect it 
To that endt The McGraw-Hill 
Companies has developed a com¬ 
prehensive Customer Privacy Policy. 

If you*d like more information about 
our use of customer d 谷啤 please 
review The McGraw-Hill Companies 
Privacy Policy, located at 
www.mcgraw-bill.com/pffvacy.btmf 

Please note that this information is 
stored in a secure location in the 
U ， S. and that access is limited to 
authorized persons, 

(f you would prefer not to have your 
data shared by BusinessWeek with 
either other units within The 
McGraw-Hill Companies or outside 
companies, please go lo 
bwso. bus in ess wee k.com/r/ bwo_o*asp 

If you have any questbns or 
comments, or want to confirm the 
accuracy of your information you 
have provided，please call 
1 -877-835-6628 or write to: 
BusinessWeek Cuslomer Service 
1995 G Avenue 
Red Oak，lA 51566 


BusinessWeek publishes weekly, 
except when combined hsues are 
published that count as two issues, 
and when an additional special 
issue may be published. 


NOVEMBER 白，白 009 I BUSINESSWEEK 












076 OUTSIDE SHOT I LAURA D'A 邮 REA TYSON 

Jobs Now, Deficit Reduction Later 

The U.S. economy still needs fiscal stimulus. Attack the debt once demand returns 


BUSINESS VIEWS 



Policymakers in Washington are in a quandary—one that has arisen 
before at this early, fragile stage in a recovery— over what to do about 
the federal deficit. An unprecedented amount of fiscal stimulus has 
been brought to bear to prevent another Great Depression, but it has 
driven the deficit to more than 11% of GDP, a post-World War II high. 


’Fhe headline - grabbing size of the 
deficit makes the case for reducing 化 
a compelling one, and many voters^ 
members of Congress^ and investors are 
convinced that now's the time to strike. 
According to the most recent Office of 
Management & Budget estimates, even 
with a strong recovery, aniuial deficits 
will average about 5 喘 of GDP over the 
next decade, aiid total debt will climb 
to nearly 77% of GDP, its highest level 
since 19 弓 2. Persistent deficits of this size 
will put upward pressure on long-term 
interest rates, crowding out invest- 
meDt aiid stunting long-term growth. 
Interest payments on the debt will be 
onerous—by 2 o 19 they will exceed 
defense spending. And investor anxiety 
about the huge borrowing needs of the 
U ， S，government coold trigger a sharp 
decline in the dollar and another crisis 
ill global financial markets. 

As frightening as 过 11 that sounds, it 
fails to capture the inlinediate chal¬ 
lenges facing America. Joblessness is 
at a 26-year high and rising. And there 
is a significant probability the country 
will slip back into recession next year 
as stimulus spending dies out. Without 
an economy that's fully up and run¬ 
ning, deficit reduction will be a much 
more difficult task down the road. 

Concerns about a double-dip 
recession have a strong foundation in 
history. The U.S, economy fell back into 
recession in 1937 when policymakers 
throttled back fiscal support too fast, 
and Japan slid back into recession iii 
1997 for the same reason，According 
to a recent study by Alan Auerbach of 
the University of California at Berke¬ 
ley and William Gale of the Brookings 


Institution, policymakers often err on 
the side of too little stmuiliis during 
major recessionary crises. As long as the 
U ， S，economy is operating far below its 
potential, private demand is weak, and 
long-term interest rates for government 
borrowing remamlow, continued 扫 seal 
stimiilos is the wise bet. 

The economy k currently caught in 
a negative feedback loop: Job losses are 



cawing income losses, which in turn are 
coil straining private demand, Te 加 C_ 
ing tax revenues and causing higher 
deficits. And for the millions of unem¬ 
ployed and underemployed Americanos, 
joblessness means much 田扣 e than lost 
income—it means 1 如 ; se 占 in health care, 
pensions, job experience and skills, 
and of course lost homes. It also 用 earn 
dashed hopes for yoirng Americans now 
trying to enter the workforce. Faced 
with massive unemployment during the 
Great Depression, President Frankliii 
Roosevelt made putting people to work 
his primary task -That should be |ob One 
today, too. 

There are several things that should 
be done soon. Some elements in the 


current stimulus package should be 
extended— 山 eluding unemployment 
b 台 nefits, health-care subsidies for 
the unemployed, and the provisions 
for accelerated depreciation and tax 
breaks to businesses for operating 
losses. Funds should be channeled into 
loans for small businesses, as President 
Barack Obama recently proposed. A 
National Infrastructure Bank should 
be created to increase infrastructure 
financing and encourage public- 
private partnerships, A new program 
to encourage energy-efficient retrofits 
for homes should be designed based on 
what we learned from the success of 
cash for clunkers. Obama is holding a 
meeting with hi 占 Economic Recovery 
Advisory Board to discuss these and 
other ideas for job creation on Nov. 2 ， 
He should cooperate with Congress to 
get a jobs bill passed—one with triggers 
that link spending to changes in the 
iingniploynxenl; rate—before this 扫 es— 
sion of Congress ends. 

Now is not the time to begin cutting 
the deficit. But it is the time to craft a 
miiltiyeaT plan for gradual reductions in 
the deficit once the economy is on solid 
ground. Since fast-rising health costs 
are a primary source of future deficits, 
health-care reform with credible cost 
containment would be an essential first 
step. And passing legislation soon to 
spell out a long-term deficit - reduction 
pi mi would assuage voter and in 怕 s- 
tor anxieties; about runaway debt, ease 
upward pressure on long-term interest 
Tates, and reduce theri 占 ks of another 
financial crisis .sparked by a loss of 
confidence in the U.S, government and 
the greenback. BWi 

Laura D, S.IC and Angela 

Chan Chair in Global Management 
at the U C. E 钉 b 別巧 ; 's 村如巧 School of 
Business and a former chairman of the 
Council of Economic Adi/isers and the 
National Economic Councii 
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